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EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 


TUESDAY, MARCH 31, 1953 


House or RepresENTATIVES, 
ComMITTEE ON Ways AND MEANS, 
W whinaton. dD. CG. 
The committee met, pursuant to the call of the chair, at 10 a. m., 
in room 1102, New House Office Building, Hon. Daniel A. Reed, chair 
man, presiding. 
The CuairmMan. The committee will ple ase be in order. 
The committee is pleased to begin public hearings on 5 i Seba 
a bill to amend section 2879 (b) of the code so as to extend from 8 
to 12 years the period of storage in bond for distilled spirits. 
The author of this bill is the Honorable John P. Saylor, a Member 
of Congress from Pennsylvania. 
Without objection, I will insert a copy of the bill, H. R. 1215, 
the record. 
(H. R. 1215 is as follows :) 


[H. R. 1215, 88d Cong., 1st sess. ] 
A BILL To amend section 2879 (b) of the Internal Revenue Cod 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2879 (b) of the Internal Rey 
enue Code is amended by redesignating so much thereof as follows the heading 
as paragraph (1), and by adding at the end thereof the following new paragraph: 

*“(2) As to all distilled spirits in internal revenue bonded warehouses on 
the date on which this paragraph is enacted the time within which such 
spirits are required by existing law to be withdrawn and the tax paid 
thereon is extended to a period not exceeding twelve years from the date of 


original entry of such spirits for deposit in warehouse: Provided, That such 
extension shall not be made in any case unless the warehousing bond shall 
be suitably endorsed, under such regulations as the Secretary may prescribe, 


to extend the liability of principal and surety for the period for which 
the extension is granted.” 

Sec. 2. The extension of the bonded period authorized by the amendment 
made by the first section of this Act shall not apply te distilled spirits which 
are entered into internal revenue bonded warehouses on or after the date of 
the enactment of this Act 

The CHatrMan. The proponents of the legislation are scheduled to 
be heard today. It is planned to hear the testimony of the opponents 
tomorrow. 

The first witness this morning will be the author of the bill, Mr. 
Saylor. 

Mr. Saylor, the members of the committee know you well, but will 
you kindly identify yourself for the record ? 
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STATEMENT OF HON. JOHN P. SAYLOR, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Sayior. My name is John P. Saylor. I represent the 22d Con- 
gressional District of Pennsylvania. I am appearing here today on 
behalf of H. R. 1215 which I introduced on January 7, 1953, and which 
was referred to the Committee on Ways and Means. 

H. R. 1215 proposes to extend the bond period from 8 to 12 years for 
distilled spirits in storage at the time of enactment, or the period in 
which distilled spirits may remain in bond without payment of the 
consumer excise tax. 

This bill is identical with H. R. 7651, as amended by Mr. Eberharter, 
and reported favorably by this committee on July 3, 1952. The com- 
mittee will recall that the 82d Congress ended before the bill could be 
considered by the House. 

My interest in this legislation arises from several reasons. Located 
in my district 1s one of the largest and finest distilleries in the world, 
the Joseph S. Finch plant of Schenley Industries. This plant normally 
employs 1,500 men and women. Although bottling continues at 
Finch, there has been no distillation since early 1951. At Logansport, 
also in my district, 10 miles up the Allegheny River, distillery and 
bottling operations have been suspended completely since April 1951. 
Loss of employment at these two Schenley plants since that time totals 
950 employees, with a loss of payroll of nearly $3.5 million. 

In addition, there have been substantial losses of sales and payrolls 
in industry servicing and supplying these plant operations. This con- 
dition is true in many other areas of the country, also. 

At present domestic distillers may hold their spirits in bond a max- 
imum of 8 years. At the end of that eee the product must be 
removed from the warehouse and the Federal cane tax of $10.50 a 
gallon must be paid, whether the product can find a market or not. 
A different rule applies, as I shall show later, for the foreign makers of 
distilled spirits sold in the American market. 

My bill is an emergency measure designed to relieve distillers hold- 
ing excessive stocks whic +h will be forced out of bond beginning July 
1, 1953, despite the fact that domestic consumption markets cannot 
absorb the product by that time. 

It would not affect whisky put into storage after its passage. 

The distilled spirits industry today is depressed. Domestic con- 
sumption isdown. Foreign markets are practically nil and bulk prices 
have drop ped drastically. 

At the end of World War II the industry made its estimate of future 
needs on a number of factors, not the least of which was the fact that 
Congress promised to reduce substantially the World War IT tax of 
DY per gi allon on distilled spir its back to $6 per gallon. 

In 1950 fighting broke out in Korea and, instead of a reduction in 
taxes, there was an increase to $10.50 per proof gallon, an alltime high 
levy which has proved crippling to an already heavily burdened 
industry. 

Unless we change the bonding period, : 1 alre acdy de} pressed industry 
is faced with the prospect of having 155 million ee of bonded 
whisky forced upon the market in the next 3 fise: al years, according 
to the report which this committee filed last July. These 155 million 
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gallons are whisky upon which the tax of $10.50 a gallon comes due, 
and are in excess of the mount which would normally be drawn from 
warehouses, tax paid, and sold in the available domestic market. 

I realize that there are differences in the liquor industry over the 
magnitude of the problem confronting it. Some distillers, I under- 
stand, are saying that only a few distillers will be in trouble in 1953 
as a result of force outs and that the time to extend the bonding 
per iod is later when more companies face such a crisis. 

To deny relief to companies now in distress on the theory that 
everyone is not yet hurt in un- haewkean in principle and contrary 
to established congressional precedent in dealing with problems of 
distress in industry and agriculture. 

The whole question, of course, is more than a serious economic 
problem for the industry. It is also a matter of principle. The 
principle behind the bonding period is wrong. In this connection 
let me say that I do not believe H. R. 1215 goes far enough. In my 
judgment there should be no bonded period, no artificial limit on the 
storage of spirits. Elimination of the bond limit would do no more 
than place American produced distilled spirits on an identical basis 
for tax purposes with foreign-produced spirits, and place the legal 
whisky industry on par with all other recognized American industries. 

Canada and Great Britain require the payment of the excise tax 
only when whisky is sold. It may be kept in bond indefinitely. 

There is no bond period in Canada, Ireland, France, Portugal, 
Sweden, Spain, Mexico, Brazil, Holland, Belgium, Germany, and so 
on through the list of countries which manufacture distilled spirits. 

In the United States a distiller must pay his excise tax when the 
8-year period expires. There are no exceptions to the rule. 

‘On the other hand, a fore ‘ign distiller may bring distilled spirits 
into the United States under bond, keep them for 3 years without 
payment of any tax and then obtain successive 1-year extensions in 
customs bond until a market is available. 

What excuse is there, then, for permitting foreign-produced bond- 
free liquor to be sold at the discretion of the owner based on his 
judgment of the American market, and force American distillers to 
pay taxes on whisky they cannot sell because no market is available ? 

How can we justify one rule for the foreign distiller, another rule 
for the American distiller? I have heard no valid defense of this 
discrimination against our domestic distillers. 

However, the American distilling industry is not seeking correc- 
tion of these inequities at this time. It is merely asking temporary 
relief in a serious economic situation which many of its members face. 
H. R. 1215 was drafted for the purpose of alleviating this problem 
and after numerous discussions by various segments of the industry. 

The principles of this bill represent a compromise reached between 
various segments of the industry during hearings of Mr. Eberharter’s 
bill in the last session of Congress. At that time only one distiller 
recorded opposition. Today the opposition is somewhat greater, not, I 
am told, because of overriding disagreement to bond extension, but 
rather because of varying views dictated largely by differences in 
inventories. 

It is no secret that the opposition to this bill is led by the Hiram 
Walker, Ltd., of Walkerville, Ontario, and the Distillers Corp.-Sea- 
grams, Lt., of Montreal, Quebec. 
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There is opposit ion also on the part of some Kentucky distillers who 
have no force-out problems. But Seagrams and Hiram Walker are 
among the most formidable oppone nts of the measure. 

Evidence of their opposition is to be found in a telegram to Members 
of Congress by a group calling themselves the Distillers Council To 
Maintain Bonding Standards. This telegram charged that the indus- 
try is not facing a crisis and argued that action should not be taken at 
this time. 

Eleven of the seventeen signers of this telegram are wholly owned 
subsidiaries of Canadian, seaegTamMs, and Hiram Walker. 

These 11 in the Canadian-controlled group which signed this tele- 
GorTram were: 

Seagram group: Carstairs Bros. Distilling Co., Maryland; Calvert 
Distilling Co., Maryland and Kentucky; Gallagher & Burton, Penn- 
sylvania; Frankfort Distilleries, Inc., Maryland and Kentucky; 
Hunter Wilson Distilling Co., Pennsylvania and Maryland; Paul 
Jones & Co., Maryland: Julius Kessler Distilling Co., Indiana; Joseph 
EK. Seagram & Sons, Indiana and Kentucky. 

Hiram Walker group: Associated Distillers, Ine., California and 
Ilinois: Hiram Walker & Sons, California and Dlinois; Frank L. 
Wright, Maryland. 


\\ ny are they opposi) e& extension of the bonding period SO vigor- 
OUSLY ¢ 
There are two exp ylanations: First, the Canadian-controlled com- 


panies compete with the Ame ‘rican companies. If the domestic indus- 
try is seriously weakened by the chaos caused by forceouts, the for- 
eign-dominated con ipetitors may feel that it will be to their advant: ue. 

Second, whisky distilled in this country may be sent to Canada or 
other foreign countries in bond without payment of any excise tax. 
In 1952 there was more than a fourfold increase in shipments of 
United States whiskies to Canada. Exports of tax gallons of Ameri- 
can whiskies to Canada, which averaged less than 600,000 gallons 

al ly from 1946 through 1951. sudde ny jumped to a total of 2.231.- 
939 gallons last year. A large part of these shipments represents 
pure h: ses from An ie ri inh producers who were forced to dispose of 
their whiskies at distress prices. 

The following table shows the export of American whiskies to 
Canada for the past 7 years. The figures are in tax-gallons and on a 
calendar-year basis: 


1946 7 7 256, 755 | a Sateen 163, 654 
1947 Bete eye) ‘ isin deine. aaeee 
1948 Fa ; 319, 252 | DR iticnintitieniieipn dees cee ges ae 
1949 ’ vamitsitelh ii 820, 947 


Average annual, 1946-51, 585,000 gallons 

These figures were received by me from the Department of Com- 
merce. 

It seems clear to me that Canadian-dominated companies are not on 
firm ground when they oppose United States legislation which would 
do them no injury, but simply would put American industry on a 
more nearly equal competitive basis. 


The hard core of this matter is that some American companies are 
in distress or will be in distress because of a requirement which is 
unwarranted and punitive in nature. Why should we deny them re- 
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lief which is fair and right and for which there is ample precedent / 
Why should we punish domestic concerns at the behest of foreign com- 
panies, or domestic companies, either, for that matter’ And there 
is no doubt that unless we pass this relief measure, a good many 
domestic producers will be punished, and soon. 

In fact, they are expected to be forced to withdraw from ware- 
houses—and pay the excise tax thereon—more than 30 million tax 
gallons during the fiscal year starting in July. 

In its report on this same measure last year, your committee 
declared : 

If withdrawals continue to be made in substantially the same age proportions 
as heretofore, a period of force-out of stocks presently in bond will begin in 
the fall of 1958 or the spring of 1954. With withdrawals continuing in cus 
tomary age proportions, it is estimated that quantities of whisky reaching the 
limit of the 8-vear bonded period and which must be withdrawn or forced out 
are approximately 31 million tax gallons in fiscal year 1954, 57 million tax gallons 
in fiscal 1955, and approximately 67 million tax gallons in fiscal year 1956 

It is true that some companies who oppose this bill say there is no 
immediate industrywide problem, and that bond extension can wait 
until 1955-56. And I am sure these companies do not have a bond 
problem. Now, it is obvious that the companies who do have the 31 
million gallons of wareliouse stock that must be withdrawn during 
fiscal 1954 have a problem and a serious one. It is hard to see how 
anyone can oppose granting them the needed relief. If the principle 
of extension is valid in 1956, it is valid now, and the Congress has 
stated on many past occasions it is valid. As recently as 1930, as a mat- 
ter of fact, the Congress adopted the principle of extension of foreign 
imports and, for them, that principle still stands. 

Since the fiscal year 1954 is only 3 months off, the danger period is 
certainly upon the distillers, and there is need for adoption of this 
bill as soon as possible this session. 

Let us not overlook the fact that there is ample precedent for the 
extension of the period during which whiskies may remain in bond. 
Until 1868 there was no bond period. The Internal Revenue Act of 
1862 stated in part: 

* * the duty on the spirits stored in such warehouse shall be paid when and 

as it is sold or removed from such warehouse for sale (12 Stat. 448). 
The act of July 20, 1868, established a l-vear bond period. In 1878 (20 
Stat. 249) the period was extended to 3 years with provision for pay- 
ment of interest at 5 percent if the tax was not paid within 1 year. 
The act of May 28, 1880, continued the 3-year period but excluded the 
interest. Finally, in 1894 the bond period was established at 8 years. 
This increase of 5 years was dictated by 2 factors: (1) the Federal 
excise tax was increased from 90 cents to $1 per gallon: (2) the Amer- 
ican industry, faced with the necessity of financing the 10 cents per 
gallon increase, found itself with heavy inventories which it declared 
could not be marketed within the 3-year period. It asked for an elim 
ination of the bonding period, but, when objection was raised, the 
House Ways and Means Committee offered a successful compromise— 
a bill extending the bond period for 5 years, making the total length 
5 years. 

This limit has remained in effect until today, except for the pro- 
hibition period when there was an unlimited bonding period although 
the tax has since raised to $10.50 per gallon. 
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Thus it might be noted in 1894 a distiller was given 8 years to prop- 
erly age his product and find an available market in order to sell it, 
and pay the tax of $1,000 on 1,000 gallons of whisky. ‘Teday he has 
the same amount of time to find a market and pay a tax of $10,500 
for the same 1,000 gallons. The increased hardship is readily 
apparent. 

The conditions which prompted the relief action of the 53d Con- 
gress (1894) form an interesting parallel to those of today. For ex- 
ample, the House Ways and Means Committee report onthe bill pointed 
out: 

Under our Internal Revenue system, the principle of collecting the revenue 
when the taxed articles enter into the channels of trade for consumption is of 
universal application, with the exception of distilled spirits. But the producer 
of distilled spirits is not only required to pay the highest rate of tax imposed 
under our laws, but must pay it within 3 years when often no market can be 
found for -his product. 

The adoption of an unlimited bonding period, requiring the payment of the 
revenue when the spirits are withdrawn for sale and consumption would only 
place this product on the same basis with fermented liquor, cigars, tobacco and 
all other articles subject under our laws to similar taxation, and the Govern- 
iment would lose no revenue and incur no additional expenses in its collection. 

Gentlemen, it is clear from a study of the legislative history that the 
House Ways and Means Committee has consistently favored relief 
for the distilling industry from this unfair and discriminatory bond- 
ing period restriction. Likewise, extension of the period has never 
been opposed by the Treasury or the Bureau of Internal Revenue 
being in anywise a detriment to tax collection. Indeed, a “iceman 
of the bonding period tends to increase ultimate tax collections by dis- 
couraging force-out sales to distillers in other countries. 

In reality, however, the question involved in H. R. 1215 is not a 
liquor matter, or tax matter. It is a quedtion of giving important 
segments of our American industry, and particularly within my own 
congressional district, relief from an unfair and burdensome require- 
ment for which there is no justification. 

I respectfully urge the members of this committee to join me in 
favorably reporting this measure. 

The Cuatrman. Mr. Jenkins will inquire. 

Mr. Jenkins. At the bottom of page 3 of your statement, Mr. 
Saylor, you stated: 

On the other hand, a foreign distiller may bring distilled spirits into the United 
States under bond, keep them for 3 years without payment of any tax, and then 
obtain successive 1-year extensions. 

These spirits that you refer to are sent in permanently. When they 
bring them in under that clause, they remain here permanently, do 
they not? 

Mr. Sayntor. As I understand, Mr. Jenkins, from talking to the 
Department of Commerce, it is possible for a foreign distiller to 
bring spirits into this country, _—_ them in a customs warehouse for 
a 3-year period, regardless of their age when they arrive. That is 
the limit that he can receive his permit. But at the expiration of 
the 3-year period, if he has not found a sale, he may then go to the 
cusoms Officials and get a 1-year extension, and there is no limit upon 
the number of 1-year extensions which he may get. = other words, 
if he decides to keep it there for a period of 2 ae r 10 years more, 
he may get those renewals, but they are only in 1- _ ear periods. 
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Mr. Jenkins. Is there a tariff on those? Is there a tariff duty 
placed on them ? 

Mr. Sartor. There is no tariff paid. That is the important thing 
which I would like to call to this committee’s attention. There is 
absolutely no tariff paid on that liquor until he brings it into this 
country and takes it out of bond. 

Mr. Jenkins. Then when he takes it out of bond for sale, he does pay 
the tariff / 

Mr. Sayvor. Then he does pay the tax. But he has in my opinion 
a very unjust advantage over the American distillers, because he may 
age it for as many years as he wants in a foreign country under con- 
ditions prescribed by his country, and then bring it here and keep it 
for as long as he wants, and does not have to pay the tax until he finds 
a market for it, whereas the American industry must pay its tax at the 
end of 8 years, and there are no exce ptions. 

Mr. Jenxins. I do not know whether we understand each other 
yet. Youare talking about atax. The tax that the American indus 
try paysisthetax. You give the impression that these importers come 
in and have the same status exactly after they get here as the local 
individual does, but do they not pay a regular tariff for importing 
goods ¢ 

Mr. Sartor. It is my understanding that they do not pay that until 
it is taken out of customs bond. 

Mr. Jenkins. You are not sure about that, are you ? 

Mr. Saywor. They do not pay it until they take it out of bond. 

Mr. Jenkins. That might be reasonable, but they sure ‘ly would pay 
atariff. There isa tariff on liquor, asI understand it. 

That is all. Thank you. 

The Cuamman, Any other questions? Mr. Simpson will inquire. 

Mr. Srupson. Mr. Saylor, bringing this matter down to the com- 
pany in your congressional district, as I gang - what you are 
saying is that the company there is called upon to pay a tax on 
liquor which is 8 years old for which it has no mar ket : the it is, it is not 
to be consumed right away. 

Mr. Sartor. That is correct. 

Mr. Stmpson. That creates a hardship because they must raise the 
money to pay that tax on that particular day. 

Mr. Sayvor. That is right, sir. 

Mr. Srmpson. Of course, if they cannot raise the money, they must 
dispose of the liquor in some way or another, and I understand they 
redistill it, which is expensive, and start the 8-year period all over 
again, or they can dump it, or the price will be depressed and destroy 
the whole marketing and sales procedure in the country. Do I under- 
stand correctly it can be bought and shipped out of the country £ 

Mr. Saytor. It can be bought if it is forced on the market and 
shipped out of the country, and there is absolutely no tax. 

Mr. Simpson. There is no tax paid by the purchaser who buys it 
and ships it out of the country ? 

Mr. Sayvor. That is correct. 

Mr. Simpson. Are the opponents of this bill the people who buy it 
and ship it out of the country ? 

Mr. Sartor. There was shipped out of this country last year over 
five times the normal amount, and a great deal of it I am informed by 
the Department of Commerce went to Canada. 
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Mr. Dinceti. What is the total? 

Mr. Savor. 2,223,939 gallons. 

Mr. Dinceti. Out of what total production ? 

Mr. Sartor. That I cannot tell you, Mr. Dingell. The important 
thing is that that is 5 times the amount which has been exported over 
the last 5 vears. 

Mr. Suvpson. Mr. Saylor, do you mean that as these surpluses in 
bond begin to pile up, there is more and more bought for shipment 
outside of the country ? 

Mr. Sayvor. I believe that is correct. 

Mr. Simpson. And that that figure jumped from 800,000 gallons in 
1951 to 2,200,000 gallons in 1952? I might point out in 1950 there 
were only 163,000 gallons shipped out of the country. 

Mr. Savior. The Department of Commerce said that they could not 
go back farther than 1946, but the average for 1946 to 1951 is approx- 
imately half a million gallons a year. 

Mr. Simpson, Five hundred thousand gallons a year? 

Mr. Saynor. Yes. 

Mr. Simpson. That jumps suddenly to 2,200,000 gallons last year, 
and you say that is the result of the depressed price plus the fact 
that the Government forces the payment of the tax and the industry 
cannot raise the mone vy to do it? 

Mr. Saynor. That is right. The reason I say that is that a number 
of the small distillers have written to me who were forced to sell last 
vear because they could not raise the money any other way. 

Mr. Simpson. So they sent it to Canada, or elsewhere, and it lies 
there as long as the owner wants to keep it there without being forced 
to pay any tax here? 

Mr. Saynor. That is correct. 

Mr. Simpson. And when they ship it back, the tax is paid when 
they find a customer ~ it ? 

Mr. Sartor. Yes, s 

Mr. Simpson. From vdilhe standpoint of your industry in your own 
district, that looks like an unfair advantage given to those people 
who buy it and ship it outside of the country; is that right? 

Mr. Saywor. I believe it is. 

Mr. Simpson. And that affects your local employment ? 

Mr. Sayztor. There are almost 1,000 families in my district right 
now that have depended upon these 2 plants in Armstrong County 
for their livelihood. 

Mr. Simpson. I want to commend you for your forceful presenta- 
tion. You are probably one of the few witnesses who is not directly 
connected with this industry and your testimony is weighty with me 
for that reason. Thank you, 

Mr. Sayior. Thank you. 

The Cuatrrman. Mr. Eberharter will inquire. 

Mr. Enernarrer. Mr. Saylor, will you have somebody here this 
morning to ‘xplain to us al out labeling of this liquor when it is sold 
in this country. someone familiar with all the technical details of that ? 

Mr. Sartor. Yes. 

Mr. Epsernuarrer. I understand there is supposed to be some ad- 
vantage to the foreign liquor coming in with respect to the labeling of 


it. 
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Mr. Sayvor. I would like for the benefit of the « ommittee to tell you 
this, that one of the opponents of the bill came to see me, and said he 
would have absolutely no objection to my bill, providing I put in an 
amendment which said that any American liquor that was sold would 
carry on its label that it was not more than 8 years old. 

The Curairman. You did not agree to that, did vou / 

Mr. Sayvor. | did not. I said this bill had to stand on its merits. 
In other words, if the liquor was 12 years old, and bottled in bond 12 
years in this country, that the man who bought it — every reason 
to buy a product in accordance with the st: andards that our Federal 
Trade Commission set up. IT would not bea party chine to give any 
unfair advantage to any foreign producer. 

Mr. Enernarrer. Thank you. I will inquire of your witnesses 
further. 

The Crnatrman. Mr. Kean will inquire. 

Mr. Kran. Is liquor 12 years old any better than liquor 8 years 
old ? 

Mr. Sartor. Mr. Kean, I am not a user of it to the extent that I 


eould tell you whether it 1s or whether it is not. But there must be 
something to it, because those folks who import it to this — dle 
mand a tremendous premium when their label says 8 years, 10 years, 
1v years, *() years old. All you have to do is to 70 TO an Vv one ot = 


purve: vors of spirits in the District of Columbia and you will look 
the labe Is on the shelf, and the prices there, and you will cle: arly see 
that the foreign liquors that indicate upon thei label that they have 
been manufactured many vears ago demand a premium price. 

Kran. We had testimony hefore our subcommittee, according 
to my memory, that the best liquor, as far as whisky is concerned, 
was liquor that was 6 or 7 or 8 years old, and that beyond that it did 
not improve in any way, and that people might get a false impression 
by an advertisement that it was tb years old, and was better. You, 
of course, are not an expert. When we get to the experts I will be 

glad to find out iuctlear that testimony was correct or not. 

The Cuamman. Mr. Byrnes will ing juire. 

Mr. Byrnes. Mr. GC hairm: uh ] hav jus st one question, 

Mr. Saytor. What is the basic purpose of your bill? Is it to give 
relief from the hardship that certain elements in the industry face by 
reason of the force-out of the large volume of inventory that has been 
built up. or is it to change the bonding period, or is it both ? 

Mr. Sayror. I can tell you this. The purpose of this bill is only 
to relieve the distress at the present time. 

Mr. Byrnes. So that any program adopted by this committee or any 
legislation which would grant relief from this hardship that they are 
faci ing by reason of the force-out would satisfy the immediate purpose 
of your bill. 

Mr. Sartor. It would. I said in my original statement, I think you 
will find, that any liquor that is placed in bond after the enactment 
of this bill is not affected by it at all. 

Mr. Byrnes. Then I was wondering why you were so concerned 
about opposing a restriction as far as advertising liquor as having 
been in ae an excess of years? 

Mr. Sartor. I can just tell you that I believe if there is any ad- 
vants ge to having a label truthfully tell the age of the liquor, then the 
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American industry is entitled to it just as the foreign importers are 
when they bring their product into the country. 

Mr. Byrnes. But your first objective is fundamentally to get the 
relief, and you would take the relief even if there had to be some re- 
striction on the idvertising aspect of it. would you not ? 

Mr. Sayvor. In other words, in view of the condition of the industry, 
I am out for relief. As I say to you, I do not feel that this committee 
wants to place in an unfair advantage our domestic producers, if there 
is any advantage. 

Mr. Byrnes. It seems to me as I understand this problem that has 
developed within the industry, you would have one segment of the 
industry that has quite a volume built up of 7- or 8-year-old whiskies at 
the present time. 

Mrs Sartor. That is correct. 

Mr. Byrnes. And there is no market for all of it. Therefore, you 
have thi s hardship of being forced to pay a tax to the Government 
even though you will not be able to collect that money from the con- 
sumer for some period of time? 

Mr. Sartor. That is right. 

Mr. Byrnes. And yet on the other side, you have an area of the 
industry that does not have the volume built up. 

Mr. Saytor. That is correct. 

Mr. Byrnes. And they are really the opponents of the bill, so to 
speak. They do not have any huge volume built up and do not have 
any force-out facing them. 

Mr. Sayior. That is correct. 

Mr. Byrnes. So therefore they do not have a problem. 

Mr. Saytor. I would like to call your attention to the fact that those 
domestic producers that have no problem represent a very small seg- 
ment of the industry. 

Mr. Byrnes. That is not the qui stion I am directing my attention 
to. You do have one segment of the industry, and that is the segment 
primarily in favor of this bill, which have a huge volume built up of 
(- and 8-year-old whiskies. 

Mr. ine. That is correct. 

Mr. Byrnes. Another segment of the industry—whether it is small 
or not is not in issue as far as I am concerned at this point—does not 
have a big volume, and they can more or less dispose of their 7- or 8- 
year-old whiskies as they come of age, and are forced out. 

Mr. Sartor. That is correct. 

Mr. Byrnes. If we should permit the sale of 10-year-old bonded 
whisky and advertised as such, and 11-year-old bonded whisky, then 
would not the segment that today is complaining of a hardship be in 
a favored position over that segment of the industry that will not 
have 10-, 11-, and 12-year-old whiskies to maintain in bond for those 
periods? It seems to me what we might be doing here, if we change 
this bonding period at this time, is to take one group out of a hards hip 
situation, but also put it then into a favored position. That is the 
thing I am fearful of. 

Mr. Sartor. Mr. Kean just brought up a statement whic h I would 
like to call attention to. The experts say that after 6 or 7 years whisk 
does not improve. There must be something. But I do not believe 
in false advertising. 

The Cuarmman. Mr. Holmes will inquire. 
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Mr. Hotmes. Mr. Saylor, can you give us any background reasons, 
factual, = a these partic ol ir concerns you are mentioning as being 
relieved by your bill have on hand such an inventory of force-out 
8S years! 

Mr. Sayter. From a discussion with men who are in the industry, 
there was a shortage during World War II, and they had reason to 
believe that they would be able to sell in the normal market, if the 
tax had been reduced, the amounts which they had placed in bond. 
Unfortunately, instead of reducing the tax back to “6, the tax was 
increased to $10.50 and I believe that has created the principal reason 
for this tremendous backlog. 

Mr. HoLMes. Why would that not preva lw th other inventories 
of other companies? That same tax applies to them. ‘That same 
movement of the inventory applies to other companies, as well. 

Mr. Sayvor. That, Mr. Holmes, I cannot tell you. In other words, 
the board of directors of one comin, arrived at a conclusion, and 
the ay find it was a mistake, The bo; ird of ci rectors of another company 
arrived at a different conclusion, and because of the increase in tax, 
they right now are in a much better position. 

Mr. Hotmes. If a businessman has made an error in judement in 
moving inventory versus holding it back, is there a necessity for the 
Government to come into the picture in relation to that é 

Mr. Sartor. I sincerely believe it is an American principle that 
when you find a group of our own people that are in distress that they 
are coming to the right group for relie = The mere fact that eve ry- 
body is not in the same position is no reason for withholding relief. 


Mr. Hotmes. I agree with you. I am not trying to say that the 
Government should not be fair and just, Mr. Saylor. But I am also 
wondering why this particular condition prevails in this group of 
companies. Is it because the board of directors made the choice of 
holding back the inventory? I do not know. It would in turn — 
definitely the amount of excise tax they woul Id have to pay at the 
year limit; that in turn has brought complica lons to your parti ae ar 
situation. 

Thank you very much. 

The Caatrman. Mr. Mason will inquir 

Mr. Mason. Mr. Saylor, can you tell us why the Treasury has taken 
no stand on this bill, neither for nor against, when the Treasury 
stands under the provisions of the bill to lose temporarily at least 
something like $300 million this year ¢ 

Mr. Sayvor. Mr. Mason, I cannot. The only thing I can tell you 
s that from the information which I have received from the Library 
of Congress in researching to determine the history of our bonding 
period that the Treasury has never taken a position from the Spine 
days, so I am informed, until now with regard to this bill. I called 

that to the attention of the committee in my statement, that even in 
1894, when the period was extended from ° to 8 years, the Treasury 
Department then took no position. 

Mr. Mason. It seems to me peculiar, Mr. Saylor, that the Treasury 
does ts ake a definite position against any loss in revenue on \eeg bills, 

but on this they say, “Well,” 300 million, I guess we will get along 
ithoul it for a year or 2, until it comes out of bond.” 

Mr. Sartor. My own reasoning is that having looked at the figures 
from the Department of Commerce and finding that they are get- 
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ting no revenue, and that the product is being sold abroad, for which 
they get no tax 

Mr. Mason. When it is sold abroad, they have to pay the tax, 
do they not ? 

Mr. Saytor. No, sir. That is the important thing: when it is sold 
abroad there is no tax paid, 

Mr. Mason. That is the point I did not grasp. 

The Cuamman. Mr. Dingell will inquire. 

Mr. Dineetu. I have been on this committee now for 20 years and 
there is no man that sits on the other side of the chairman who con- 
sidered himself a better friend of the industry that I have been before 
and since prohibition, and I want to do what is right. But I have 
never seen a bill presented to the committee for consideration where 
the industry was more completely divided than in this instance. Both 
big and small producers are either for or against, or they are neutri ¥. 
What the attitude in the final analysis of the Treasury would be a 
to how it is going to affect the revenue directly or indirectly at ia 
or eventually I do not know. But I want to say this, that it will be a 
very difficult matter for this committee to get together on a bill of 
this nature, and act favorably upon it, unless and until the industry 
gets together and knows precisely what it wants and where it is 
headed. It is altogether too confusing. 

The Cuarrman. Mr. Curtis of Missouri will inquire. 

Mr. Curtis of Missouri. Mr. Saylor, you listed in your statement 
the group in the industry who are op yposed to this particular legisla- 
tion. I am interested to know who is in favor of this legislation. I 
have received well over 100 letters from various people, a great many 
of whom are in my district, and except for the cooperage companies, 
they all trace back to one company, the Schenley Co., and I was 
wondering if that is the only company, it and its associates and sub- 
sidiaries, interested in this legislation / 

Mr. Sayzor. I will be happy to file with the committee letters which 
I have received from various groups all over the country in favor of 
this bill: some I have with me and others I have still in the office. 
Mr. Curris of Missouri. Are they all associated with the Schenley 
Co. ¢ : 

Mr. Savior. No. The first one I happen to pick up, this is the 
Michigan State Council of Brewery Soft Drinks of America. 

Mr. Curtis of Missouri. That is a labor group / 

Mr. Saytor. Yes, sir. I know a number of the groups in Cali- 
fornia who are in the wine-growing area who have all sent me word 

that they are very heartily in favor of this. 

Mr. Curtis of Missouri. Mr. Chairman, could we have such a list 
supplied in the record of those who are in favor of the bill? 

The CHarrMan. Without objection it is so ordered. 

(The information requested was supplied by Mr. Saylor and ap- 
pears on p. 165.) 

Mr. Curtis of Missouri. One other question. Do you know, Mr. 
Saylor, why these cooperage companies would be in favor of this 
legislation? I have had several cooperage companies write to me 
and they indicated they were in favor of it, but it is my understand- 


ing of whisky that when you start out aging it, you put it in casks, and 
it has to be a new cask. 


Mr. Sartor. In this country that is true. 
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Mr. Curtiss of Missouri. It would seem to me that the cooperage 
companies would feel that the more casks used, the better their in 
dustry is, and yet they seem to be in favor of the bill without giving 
wny reasons. 

Mr. Sartor. 1 know they have sent word to me that they are in 
favor of it, a number of companies in your district. ' 

Mr. Curtis of Missouri. Do you know what the reason is behind it ¢ 

Mr. Sartor. No; I do not. 

Mr. Curriss of Missouri. Thank you. 

The Ciatmman. Does Representative Knox wish to inquire ? 

Mr. Knox. No questions. 

The Cuarrman. Mr. Utt? 

Mr. Urr. No questions. 

The CuarrmMan. Then I think we have covered everyone on the 
committee. 

I want to make one remark for the record. Mr. Curtis asked for 
these letters for the record. All I want for the record is the list: be- 
cause it would be too voluminous and expensive to put in all the 
letters. 

Mr. Sayvor. I will give you a list of all the people that have written 
to me, and the various groups that have written to me saying that they 
are in favor of this legislation. 

The Cuairman. I want to thank you for your appearance here. We 
are always glad to have you. 

Mr. SAynor. Thank Vou % and the members of the committee for the 
courteous treatment. 

The CuarrMan. The next witness here is Mr. John W. Woelfle, as 
sistant to the president of Schenley Industries, and Mr. Richard Gil 
bert, vice president of the Schenley Industries. 

Mr. Kean. Mr, Chairman, I might say that Mr. Woelfle is a promi 
nent resident of my district, and it is very pleasant to see him here. 

The CHatrman. May I inquire, Mr. Woelfle, how long your state 
ment will require ¢ 


STATEMENT OF JOHN W. WOELFLE, ASSISTANT TO THE PRESI- 
DENT OF SCHENLEY INDUSTRIES, ACCOMPANIED BY RICHARD 
GILBERT, VICE PRESIDENT OF SCHENLEY INDUSTRIES 


Mr. Wortrie. Mr. Chairman and gentlemen of the committee, I 
recognize the fact you are pressed for time, and I am going to attempt 
to condense my statement. However, I would like to point out that 
I am more or less summing up the position of the proponents of the 
measure, and since several of the witnesses who follow will take con 
siderably less than 10 minutes, perhaps 2 or 3 minutes 

The CHairMan. That is fine. The committee members are very 
pressed for time. Anything the witnesses can do to minimize the 
length of their testimony will be appreciated. You may make a brief 
oral statement and submit your prepared statement for the vecord. 
How much time do you think you will require / 

Mr. Wortrte. I think I can confine myself to 12 minutes. 

The Cuairman. You may proceed. Please give your full name and 
the capacity in which you appear. 

Mr. Wor.Fie. Mr. Chairman and members of the committee, my 
name is John W. Woelfle. I reside in Short Hills, N. J., and I appear 
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here today for Schenley Industries, of 350 Fifth Avenue, New York 

City. My colleague is Richard V. Gilbert, vice president of our com- 

pany. Dr. Gilbert is an economist. It is our thought that he might 

he of assistance in answering any questions you may have on the 
onomics of our industry. 

We are here today to request immediate adoption of H. R. 1215, 
ntroduced by Congressman John P. Saylor of Pennsylvania on i 
uary 7. This bill is the same as the one approved by the Ways and 
Means Committee and reported to the floor last July 3, after the 
freasury Department stated it had no objection to enactment of the 
neasure. As you gentlemen know, unanimous consent was denied for 
onsideration of the bill on the floor and Congress adjourned before 
he House was able to consider and vote on the bill. The Saylor bill, 
like its predecessor, would extend from 8 to 12 years the time in which 
distilled spirits could be kept in United States bonded warehouses be- 
fore payment of the Federal excise tax, and would apply only to dis- 

tilled spirits in warehouses at the time of enactment of the legislation. 

It is my intention to discuss this measure from the United States 
listillers’ standpoint. At the same time I recognize that approval of 
he bill can be given only if it is in the best interest of the country as 
i) ho le 

The chief concern of the general public is in the effect which this bill 
would have on Federal revenue, since it calls for an amendment to the 
internal Revenue Code. It is our contention—and one which was borne 
out by the action of the Treasury Department and the Ways and Means 
Committee last year—that excise tax collections would not be adversely 
iffected. On the contrary, we contend that if this bill is not enacted, 
business failure in the industry will result in loss of Federal revenue 
from corporate and personal income taxes. 

The public also has a stake in the promotion of orderly distribution 

hich would be fostered by this bill. Extension of the bonded period 
wad have this effect because it would enable United States distillers 
to put their product into distribution as required by consumer demand 
rather than by force-out pressure to pay taxes in advance of the avail- 
ability of a market. 

And finally, the public interest would be served by passage of this 
bill in that it would remove an artificial barrier which currently re- 
stricts consumer choice of United States products. Consumers are 
entitled to the very finest aged bourbon and rye they can get, and we 

re opposed to anything that keeps them from getting it. 

I have presented to you gentlemen in my brief a photostatic copy 
which I would like to submit to you. 

(The photostat has been filed with the committee.) 

Mr. Wortrie. Presently only imported whisky such as scotches ad- 
vertised here are able to claim superiority as to age. Ages of some of 
these brands, you will note, are 12, 18, and 30 years. In one of these 
brands you will notice the boast that it is for those who desire the very 
best. ; 

In contrast to this, bond limitation which is unique in the United 
States, the bond limitation we have here has the effect of restricting 
the: age of United States whiskies to a top of 8 years. It is very signifi- 
cant, we believe, that at least three of the whiskies pictured here 3 in 
this photostat are distributed in the United States by companies which 





a. 
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have announced their opposition to the extension of the bond period 
for this country. 

It is not surprising that among the compromises suggested, for 
instance, is one in which the opposition to enactment of the Saylor 
bill would be dropped if the United States distillers would limit age 
statements on their labels to 8 years, regardless of how much older 
that whisky might be. 

On that very point, I sent one of my men to a local store here yes 
terday and asked him to purchase some cognacs and some scotches 
that are sold here on the open market. Here is a 30-year-old French 
brandy distributed in this country by 1 of the subsidiaries of 1 of the 
opponents of this bill. Here is a 12-year-old Scotch distributed by 
another subsidiary of 1 of the opponents of this bill. Here is a 30-year 
cognac distributed in this country by 1 of the gentlemen who has 
written to your committee and requested age limitation to 8 years on 
American products. Here is a 25-year-old scotch distributed in this 
country by 1 of the people not on our list of proponents. And ba t but 
not least ’ het re isa 32-year-old scotch distributed here in Washington, 
the back label of which is very interesting. It reads: 

Some of this whisky was bonded in 1899, 53 years, 1914, 388 years, and the 
balance in 1920, 82 years, and was blended with scotch grain between 1914 and 
1920. 

Public notice, gentlemen, has been given that there will be opposi- 
tion to the Saylor bill by some companies. Two of the largest oppo- 
nents of this bill are distilleries in this country which are owned and 
controlled in Canada. They also sell in this country considerable 
Canadian whisky produced in Canada, where there is no bond limi- 
tation. 

Historically the United States distillers have favored extension or 
elimination of the bond period while the Canadian interests have 
frankly boasted of the advantage which they enjoy in the absence 
of any limitation on bonding in their country. 

As far back as 1894, when the Ways and Means Committee extended 
the bond period from 3 to 8 years, George Garvin Brown, the founder 
of the present Brown-Forman Co. in Kentucky, one of the opponents 
to the present bill, pleaded for the complete elimination of the bonded 
period, and pointed out the increased cost which had to be borne by 
the United States distiller who wished to compete in the United States 
with a foreign distiller. He said at the time: 

The longer the bonded period, the greater the opportunities those of limited 
means have for realizing reasonable and legitimate profits on their holdings * * * 
it would seem that those who favor a short bonded period either want to force 


our people to consume immature whisky, or want to give a bonus in favor of 
foreign goods to those who want a ripe article. 


At the same time the Hiram Walker Co. of Canada said: 


Canadian distillers are privileged to carry their product in bond longer than 
is permitted in the United States. Here the duty (or internal-revenue tax) is 
collected only when the spirit goes into consumption, a provision which we ven- 
ture to think is every way superior to the regulations in force amon 
bors. 


The National Distillers Products Corp., in its annual report, said: 


A bill has been introduced and is now pending before the 83d Congress which 
provides for the extension of the bonding period for whisky in bond at the time of 
the enactment of the bill from 8 to 12 years. The company feels that the in 


g¢ our neigh- 
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needs some legislative relief in this connection although its own in 


dustr\ 


ventory position is such that it does not anticipate having to prepay any excise 


faxes as a result of its whisky being forced out of bond. 


The basic facts which prompted those three statements, spanning a 
period of nearly 60 years, are as valid and meaningful today as they 
were When the statements were uttered. It is our position that failure 
to enact the Saylor bill would be hurtful to the public, the Federal 
Government, and large seoments of the United States distilling indus 
try, while passage of the measure would be detrimental to no one. 
Moreover, adoption of this legislation would finally give the United 
States distiller, temporarily, the same benefits under United States 
law that are now enjoyed in this country by foreign competitors. 

The bonding period is unique under our law. I understood that 
the House Ways and Means Committee report of last year was out of 
print, and I took the libe ‘rty of having last year’s report photostated, 
ae [ believe it is in front of you. You will note that in the general 
statement, the first sentence reads, and IJ quote : 

The tax on distilled spirits is unique among excise taxes in that producers 
are required to pay tax at the end of a fixed period of time. 

An earlier Ways and Means Committee in 1882 pointed out that it 
was not only unique, but that the manufacturers of tobacco, snuff, 
cigars, beer, matches, per fume vy, cosm ietics, et cetera, are pe rmitted 
to hold their goods until there is a consumptive dem: and for them, and 
pay the tax only when they sell. 

Of course, today in the 2Oth century with the development of new 
products which are sold subject to consumption taxes, we all know 
that radio and television sets, tires and tubes, and photographic 
equipment, and a host of other modern products may remain tax free 
until consumptive market is found. 

‘| his bonding limitation on distilled spirits is hot only unique in 
the United States: it is unique in the world. Foreign spirits, whisky, 
brandies, gins, and so on, produced in Canada, Scotland, or anywhere 
else in the world, remain in bond tax free until a market is available 
somewhere in the world. Ifa foreign producer covets the consumer 
market in the United States, he ships his product, perhaps a whisky 
that he has held 12 vears, perhaps even a brandy that he has held for 
30 vears, to this country and places it in a customs bonded warehouse 
where it remains tax free for 3 vears. 

At the end of that time, gentlemen, if no market has been found, 
the foreign producer or shipper may ap p lv for, and will receive from 
the customs department, 1-year extensions indefinitely until he can 
find the American consumer dollar. 

This privilege is a very important commercial advantage, and is 
accorded to the _ ion producer by the T: arr Act of 1930. 

I understood a question was directed to Congressman Saylor on 
that. I might oad ” that this weuaiaiinn is found as No. 318 of 
the Tariff Act of 1 

So we have a situ: ition where the rules of competition laid down by 
Congress, and enforced by one re feree, the Treasury Department, dis- 
criminate in favor of the foreign producer as against the United 
States producer in his own home market. We are not raising at this 
time the point that the United States products have not been blocked 
from other areas in the world, but here at home, if the United States 
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producer has not been able to find a market for his bourbon, rye, or 
brandy, produced by United States capital and United States labor 
out of grains or grapes produced by United States farmers, the present 
law says in effect : 

The consumer excise tax, $10.50 per gallon, must be prepaid by you no later 
than the last day of the eighth year in bond. 

On the other hand, the Tariff Act in effect savs to the foreign com- 
petitor, trying to locate United States dollars in our home market: 

Since you have not been able to market your goods, keep them in customs 
bond tax free another 1, 2, or 3 years, until you do find someone to buy it. 

The Cratrman. Your time is up, sir. We will be very glad to 
have you insert the balance of your statement in the record. 

Mr. Wortrie. I shall be very happy to extend the rest of my paper 
in the record. 

The Cuatrman. Without object ion, it is so ordered. 

(The balance of the witness’ prepared statement is as follows:) 

We might well ask, Why is this bonded period limit in the statutes? May I 


submit at this point a brief history of the bonding period * 
It shows that the bonding law vrew out of the successful establishment of 


customs bonded warehouses for imports in 1846 * * * to stimulate and pro- 
mote foreign trade.” Bonded warehouses were established for domestic dis 
tillers in 1862. Bonding period limitation on distilled spirits was first applied, 


however, in 1868, for the purpose of assuring the Government collection of the 
revenue. Since then the Congress has found it necessary time after time to 
extend the bonding period because of the constantly recurring prostrations it 
has caused the industry. 

A letter addressed to the Ways and Means Cominittee by the Commissioner of 
Internal Revenue, with the approval of the Secretary of the Treasury (Con 
sressional Record, May 26, 1898, p. 5261) stated: 

“In my opinion the same rule of taxation that applies to all other products 
subject to internal revenue tax should apply to distilled spirits: that is to say, 
the tax should be levied only upon the article withdrawn fron the premises of 
the manufacturer for consumption or sale. The sooner such a law is passed, 
the sooner will Congress be relieved from solicitations to pass bills offered from 
time to time to afford temporary relief.” 

Initially we proposed that the S-year bonding law should be eliminated for 
two reasons: 

First, the limitation is unfair to American producers who must compete 
against Canadian and Scotch distillers, and against foreign producers of 
brandies, none of whom is required to operate under such a restriction 

Second, on the assumption that the industry continues to use the same pro- 
portions of 4-year and older whiskies as were used in the period of 1948-52, the 
industry is faced with a force-out by 1960 of 183 million regaged gallons, in 
volving a tax outlay of $1,909,000,000 on whisky for which there will be no 
current market. These figures are shown in a document which we are prepared 
to submit. 


THERE IS AMPLE CONGRESSIONAL PRECEDENT FOR THIS LEGISLATION 


Congress has extended the bonded period several times since 1868, at which 
time it was only 3 months. In 1878 the bonded period was extended to 1 year, 
and in 1880 it was extended to 3 years In 1894 Congress extended the limit 


to the present 8 years In 1918 Congress lifted the bond limitation entirely 
on all inventory which, because of prohibition, could not be sold except for 
medicinal purposes In this way Congress reco ed the lack of a market, 


and extended the bonded period, Upon repeal, Congress reestablished the 8 
year limit on all new production, but exempted the warehoused inventory pro- 
duced prior to repeal. Bevond that. however. there are other well-established 
precedents, such as these: 

1. Payments of floor taxes have been extended for wholesalers and retailers 
every time the excise tax on distilled spirits have been increased 
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2. Farmers, confronted with grain surplus, are given support price subsidies 
and are offered Government storage facilities to prevent financial collapse when 
they have more crops than they can market. 

3. Business houses and banks faced with bankruptcy are now offered, through 
congressional legislation, opportunity for reorganization under Government 
Supervision, 

+. Most important of all as far as we are concerned, in competition in our 
home market, the foreign producer obtains repeated 1-year extensions in customs 
bond until he finds a market for his competitive product. This has been the 
United States law now for more than 20 years, 

Prior to 1894 the bonded period was 3 years. In that year, Congress increased 
the excise tax 10 cents per gallon, from 90 cents to $1. Because it was feared 
that the distillers could not market their goods in time and therefore could not 
prepay either the original tax or the 10-cent increase, the House Ways and 
Means Committee recommended, and Congress approved, a 5-year extension. 

Today, gentlemen, our industry carries an excise tax of $10.50 a gallon. The 
$1.50 increase voted in 1951—15 times the 10-cent increase which brought the 

year t been followed by any extension of this bonded 
period, although the necessity for extension is many times as great as in 1894. 

Che Ways and Means Committee last year said: 

As the tax is large relative to the cost of production and warehousing, there 
results a pressure to place on the market stocks forced out of bond irrespective 
of the demand for spirits at that time. If stocks so forced out are large in 
amount, this action can have very unfavorable effects on prices received by 
producers and the general financial state of the industry.” 

Inventory values have declined about 58 percent in the past 24 months. The 


-Vear extension in 1894—has no 





loss approximated $1,500,000, I submit a chart which shows graphically the 
decline in bulk inventory price: > 1948. The archaic bonded limitation of 


S years has contributed substantially to this decline. Its elimination would per- 
mit a stretchout period for the orderly marketing of American-made goods in our 
home miurket 

The dilemma facing the industry has become doubly grave because of several 
factor 

First, at the end of World War II the industry, after long years of shutdown, or 
limited operation, since it was producing alcohol for the Government, attempted 
to build up its depleted inventories. It produced for future markets 4, 6, or 8 
vears ahend. Individual companies sought to regain their prewar levels, or to 
build new markets based on quality and ability to compete with foreign pro- 
ducers who had been able to take strong positions in this country. And the 
industry produced after careful estimates of the future, not the least of which 
Was the congressional promise written into the tax law, to reduce the excise tax 
from $9 per gallon back to $6 per gallon “6 months after the end of hostilities.” 
Instead, as this committee knows, the excise tax was increased. This has caused 
serious consumer resistance to prices and hence present inventories cannot be 
moved to the consumer market within the present S-year period. In addition, 
the American market has not returned to the prewar pattern. American bonded 
and straight whiskies are not yet being absorbed at prewar levels. 

The industry finds itself in this situation: Warehousemen are insisting upon 
removal of stocks from storage long before the deadline, since the warehouseman 
is liable on the bond for the tax and does not want to be caught at the end of 


the e'ghth year. As a result, United States bourbons and ryes are being sold in 
bulk at distress prices. -Where are they going? 

rhe Bureau of the Cer Ss will give this committee, I am sure, full details. The 
pub informatior ailabl owever, shows that these American-produced 
spirits are being purchased and shipped to Canada. In calendar vear 1952, there 
were 2.251,930 tax gallons shipped in bulk from the United States to Canada 


This gallonage represented approximately a 400-percent increase over the 1946-51 
average. Interestingly enough, the flight began in March of 1952—at the very 
time the United States industry first requested relief by extension or elimination 
of the bond limitation 

Certainly the operation of an archaic law, the only one we know of in the world, 
which requires the distiller to prepay the excise tax whether or not a market is 
available within 8 years does not operate in the public interest when it compels 
American producers to liquidate at distress prices to the benefit of foreign pro- 
ducers. The law does not apply to any other American product subject to excise 
tax No similar law applies to any foreign products anywhere in the world. 

Our Constitution exempts exports from excise tax, for the reason that they 
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are not consumed in this country. Our law also declares that no tax shall be 
paid upon leakage or evaporation—for the reason that nonexistent spirits can 
not be consumed and therefore cannot be taxed. By the same token paynfent of 
excise tax should not be required until our product enters the consumer market 

It is but natural that there is some opposition to this bill. Some distillers 
will say that they have no present inventory trouble and wish to postpone ex 
tension of the bonded period until 1955 or 1956. But what of those affected in 
1953? If the principle of extension or elimination is valid in 1955, when more 
will be affected than now, it certainly is valid in 1958. A single foreign producer 
may obtain from the Customs Bureau an extension in bond. He is not required 
to wait until others are affected. 

Gentlemen, this question is not complicated at all—it is simple. 

Extension of the bonding period grants needed relief to American 
some small, some large. 

IXxxtension of the bonded period at this time without waiting until 1955 o1 
1956 treats everyone equally. 

It does not deny relief now which will be given later to others 

Extension of the bonded period puts the American industry into a state of 
equality with foreign producers who enjoy a very excellent share of our market 

In conclusion, May | suggest that the relief requested here today, and which 
the 1952 Ways and Means Committee recommended to the Congress, is an im 
plementation of the policy stated by our new Secretary of the Treasury on the 
State of the Nation program televised Sunday, February 8. He then stated: 

“It is the purpose of the Treasury team to establish and maintain the fiscal 
policies under which America grew to be the greatest and the most prosperous 
Nation with the highest standard of living in the world.” 

We gained renewed hope that the shackles of the bond limitation could be 
finally broken when the Secretary added: 

“Producers are free to strive to produce more, better and cheaper products 
to compete for the consumer’s favor in buying their particular products in com 
petition with all others.” 

I wish to express my sincere appreciation for this opportunity you have 
afforded me to appear before you in support of this legislation. 


businesses 





[Rept. No. 2478, 82d Cong., 2d sess. ] 
AMENDMENT OF SECTION 2879 (B) OF THE INTERNAL REVENUE CODE 


The Committee on Ways and Means, to whom was referred the bill (H. R 
7651) to amend section 2879 (b) of the Internal Revenue Code, having consid 
ered the same, report favorably thereon with an amendment and recommend 
that the bill as amended do pass. 

The amendment strikes out all after the enacting clause and inserts a subst 
tute which appears in the reported bill in italie type. 


PURPOSE OF THE BILI 


The purpose of this bill is to extend from 8 to 12 years the period of storage 
in bond for distilled spirits which are in internal revenue bonded warehouses 
on the date the amendment takes effect. 


GENERAL STATEMENT 


The tax on distilled spirits is unique among excise taxes in that producers are 
required to pay tax at the end of a fixed period of time, 8 years. As the tax 
is large relative to the cost of production and warehousing, there results a 
pressure to place on the market stocks forced out of bond irrespective of the 
demand for spirits at that time. If stocks so forced out are large in amount, 
this action can have very unfavorable effects on prices received by producers 
and the general financial state of the industry. 

These statements may become more significant when placed into focus by the 
relevant factual picture existing at the present time. 

Whisky inventories have expanded greatly from the level existing at the end 
of World War II. Each year since the end of the war, production has greatly 
exceeded withdrawals from bond plus losses during storage. Production was 
particularly large in the fiscal year 1951 when the industry was concerned about 
possible future limitations on output because of the conflict in Korea. As a re 
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sult, stocks of whisky in bond increased from 307,587,545 tax gallons at the end 
of the fiscal year 1945 to 751.233,178 tax gallons at the end of the fiscal year 
1951. Since June 30, 1951, up to and including April 30, 1952, the stocks of 
whisky in bond have further increased to 769,763,213 tax gallons. 

Pax-paid withdrawals of whisky decreased after fiscal year 1948 and, except 
for the year ended June 30, 1951, have since been less than the annual tax-paid 
withdrawals for the fiscal vears 1936 to 1943, inclusive. The decrease in tax- 
paid withdrawals of whisky during and since the war is due,- primarily, to the 
increased use of spirits and alcohol with whisky in the production of rectified 
whisk, The records of the Bureau of Internal Revenue show that the total 
quantities of whisky, including rectified whisky, marketed annually since the 
war exceed the quantities marketed annually before that event 

The 751,233,178 tax gallons of whisky in internal revenue bonded warehouses 
on June 30, 1951, consisted of the following quantities, listed according to the 
fiscal years in which produced 


Year Tac gallons Year—Continued Tar gallons 
1911-21 feces isdiaciitiil 11, 989 1948 124, 200, 582 
1944 Ree Panache 0 1949 147, 663, 996 
1945 sae 4, 607, 034 1950 . 118, 292, 268 
1946 eS. 1951 _ 205, 512, 166 
LD4T ae ee 101, 174, 340 


The 4,607,034 tax gallons produced during the fiscal year 1945 consisted of 
1,104,752 tax gallons produced in the fall of 1944 and 3,502,282 tax gallons 
produced in the spring of 1945; and the 49,770,808 tax gallons produced during 
the fiscal year 1946 consisted of 22,950,519 tax gallons produced in the fall of 
1945 and 26,820,284 tax gallons produced in the spring of 1946. 

The average annual disappearances (taXx-paid and tax-free withdrawals and 
losses) Of whisk from bond during the fiscal vear 1948, 1949, and 1950 were 
as follows 


Age: Tar gallons | Age—Continued Tar gallons 
7 to S vears --- 10, 754, 903 | 3 to 4 years 22, 194, 863 
6 to 7 years , 14, 510, 129 2 to 3 years simi SE; kaye 
Bo ek |  ——— 3, 827, ot 1 to 2 years isis 1, 298, 812 
4 to 5 years 4, 307, 656 | 0 to 1 year <i 893, 707 


It is apparent that there is no immediate problem of importance of forced 
withdrawals by operation of the S-vear bonded period. In view of the fact that 
average annual disappearances of whisky 7 to 8 years old in the fiscal years 
1948, 1949, and 1950 were over 10 million tax gallons, it is clear that the 
1,104,752 tax gallons which would reach the limit of the bonded period during 
the fall of the current year will be absorbed in the ordinary course of business. 
It is equally clear that the 3,502,282 tax gallons which would reach the limit of 
the bonded period in the spring of 1953 would likewise be absorbed. 

While enforced withdrawals of whisky are not imminent, overproduction has 
been and continues to be such that enforced withdrawals will become necessary. 
If withdrawals continue to be made in substantially the same age proportions 
aS heretofore, a period of force-outs of stocks presently in bond will begin in 
the fall of 1953 or the spring of 1954. With withdrawals continuing in customary 
age proportions, it is estimated that the quantities of whisky reaching the limit of 
the 8-year bonded period and which must be withdrawn or forced out are approxi- 
mately 31,000,000 tax gallons in fiscal year 1954, approximately 57,000,000 tax 
gallons in fiscal vear 1955, and approximately 67,000,000 tax gallons in fiscal 
yvear 1956. Variable but larger quantities will reach the limit of the bonded 
period and must be withdrawn or forced out in the fiscal years 1957 to 1960, 
inclusive 

It is apparent from the foregoing figures that the present bonding period could 
adversely affect the distilled spirits industry because it is faced with the prospect 
of a large accumulation of S-vear-old whisky within approximately 2 years. 
Under the bill, the industry would have the opportunity to arrange for the dis- 
position of the older whisky stocks in a more orderly manner than appears to 
be the prospect with the present limitation. This would afford relief insofar 
as the enforced marketing of the older whisky might be involved. Your com- 
mittee believes, however, that the bill would not provide a permanent solution 
of the problem. The solution lies in the adoption by the industry of produc- 
tion programs more consistent with prospective trade requirements. 





Ao Nan bie 
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The proposed extension of the bonded period probably would not substantially 
affect the aggregate revenue over a period of years provided the tax rate remains 
unchanged. It would impose upon the Government the burden of safeguarding 
the whisky in the interest of revenue protection for a longer period, but this 
would not appreciably increase the expense of supervising warehouse operations. 

The Treasury Department does not object to the enactment of the bill 


CHANGES IN EXISTING LAW 


In compliance with paragraph 2a of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bi:l, as introduced, are 
shown as follows (new matter is printed in italics, existing law in which no 
change is proposed is shown in roman) : 


“SECTION 2879 OF THE INTERNAL REVENUE CODI 


“SEC, 2879. DEPOSITS OF SPIRITS IN WAREHOUSES. 


‘(a) ENTRY FOR DEPOSI! The distillers of all spirits removed to an internal 
revenue bonded warehouse shall enter the same for deposit in such warehouse, 
under such regulations as the Commissioner may prescribe. Said entry shall be 


in such form as the Commissioner shall prescribe 
“(bD) TIME FOR PAYMENT OF THE TAX 

(7) The tag on all distilled spirits hereafter entered for deposit in in 
ternal revenue bonded warchouses shall be due and pauable before and at the 
time same are withdrawn therefrom and within eight years from the date 
of the original entry for deposit therein; and warehousing bonds hereafter 
taken under the provisions of the internal revenue laws shall be conditioned 
for the payment of the tar on the spirits as specified in the entry belore 
withdrawal from the internal revenue bonded warehouse, and within eight 
years from the date of said entry. 

“(2) As to all distilled spirits in internal revenue bonded warehouses on 
the date of this subparagraph takes effect, the time within which such spirits 
are required by existing law to be withdrawn and the tar paid thereon is 
extended to a period not erceding twelve years from the date of original 
entry of such spirits for deposit in warehouse: Provided, That such extension 
shall not be made in any case unless the warehousing bond shall be suitably 
endorsed, upon such regulations as the Commissioner may prescribe to extend 
the liability of principal and surety for the period for which the extension 
is granted.” 


* + * + - 


[Excerpt from Bonfort’s Wine and Spirit Circular, May 10, 1894 


THE EXTENSION OF THE Bonpep Pertop 





We are indebted to Mr. George G. Brown, of Messrs. Brown, Forman & Co 
Louisville, for the following address which was delivered before the Convention 
of Wholesale Liquor Dealers which assembled on the eighth instant at Cincinnati 
The question of the extension of the bonded period should be a matter of serious 
consideration to all engaged in the wine and spirit trade, and Mr. Brown’s article 
treats the subject so ably, and is pregnant with so much of interest, that it should 
be carefully read and digested by all those that are engaged in the business 
He spoke as follows: 

“It is always safe to assume that there are two sides to every question, and in 
discussing the bill now before Congress proposing to extend the period for the 
forced payment of the tax on whisky from 3 to S years, I will mention some of 
the objections to it as they have presented themselves to the minds of many 
members of the wholesale whisky trace First, the apprehension of overproduc 
tion, and consequent demoralization of prices ; second, the fear that retail dealers 
will buy direct from distillers if the bonded period is made long enough to 
allow the whisky to ripen and become fit for use before the tax is forced to be 
paid on it, and as a result the vocation of the wholesale whisky merchant would 
be a thing of the past. 

“Tam a wholesale whisky merchant, and I can see no reason why legislation 
that is detrimental to the general interest of the trade in which I am engaged 
will not be injurious to me. But, standing thus in precisely the same position 
as other wholesalers, I cannot, after earnest consideration, see how the proposed 
legislation can work any harm to the wholesale trade. There is, however, 
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— 


another side to this question that ought to influence Congress in its legislation 
on this and all other subjects, namely, ‘What is to the best interests of the whole 
people and not that of any particular class.’ Is it the duty of Congress to 
legislate so as to curtail the production of certain articles of Commerce, and 
thereby enhance their values, in order that the business of a favored few may 
prosper at the expense of the vast multitude of consumers? I think not, other- 
wise there would be no necessity for laws against trusts. Again, is it the duty of 
Congress to exercise a paternalism over the wholesale whisky merchant, by 
legislating in his interest, when it does not legislate for the wholesale shoe 
dealer, the wholesale flour dealer, or any other sort of wholesale merchant to 
protect him against the manufacturer selling direct to the retail dealer? Natural 
laws of commerce will protect the wholesale whisky merchant as they do other 
merchants. Hence, I believe it a mistake to ask such protection from Congress 
as those who object to the bonded extension bill are practically asking, and 
candidly, I do not believe that as intelligent, energetic businessmen, we need 
such protection. I doubt not the production of fine whisky under a longer 
bonding period would be increased, but with the improvement in the quality of 
the whisky by reason of greater maturity, the consumption will also be larger 
and the abuse diminished, and I believe even my friends who oppose the exten- 
sion will freely admit that fine ripe whisky is always preferable as a beverage 
and aS a medicine, and that the excessive use of such is always attended with 
much less injurious consequences than the use of an unripe article. If there be 
any who do not agree with me, and believe that whisky is as good at 3 years 
old as it ever. gets to be, then that age should limit its enhancement in value to 
them and to their customers. But even admitting it is ripe enough to use at 
3 years old, the owner cannot afford to hold his stock in bond until it reaches 
that age, then pay the tax on all at once and find a market for it; but he is 
compelled to anticipate the maturity of the tax by forcing into consumption a 
very large proportion of the whisky produced long before it has reached 3 years 
old, and before it ought to be consumed, if the interest of the consumer be con- 
sidered. Another serious objection to the present short bonded period is, looking 
at it from a trade standpoint, that the tax on a large quantity of whisky is often 
forced before it is needed for consumption, and those dealers who cannot com- 
mand ready capital are compelled to sell without reference to profit. The longer 
the bonded period the greater the opportunities those of limited means have for 
realizing reasonable and legitimate profits on their holdings. 

“T am convinced that whisky is only beginning to be ripe enough to use as a 
medicine or a beverage at 3 years, and that it is infinitely better at 10 years than 
at 3; therefore I think it much better for the people if the taxpayment and 
consequent consumption of any whisky until it has reached 3 years old should 
he discouraged, and holders encouraged to keep their whisky much longer in 
bond by collecting the tax only on what remains in the package when wanted for 
consumption. This would be in the interest of health and true temperance. 

“The proposed legislation does not go as far as this, but it is a step in the 
right direction, and if Congress and the people understood the selfish and chimer- 
ical objection on the part of some dealers, and the foolish opposition on the 
part of some misguided prohibitionists—a combination of greed and fanaticism 
to defeat justice—there would be no question as to the passage of the extension 
bill, with even more encouraging conditions for the proper aging of whisky than 
the Senate bill now contains, 

“The expense of carrying whisky after the tax has been paid increases so 
rapidly that only few of our people are able to use it absolutely pure, ripe and 
mellow with age. In order to give an idea of the cost of carrying whisky after 
the tax has been put into it, I have made a careful calculation as to what the tax 
really amounts to at the end of each year after it has been taxpaid. My estimate 
is based on a package originally containing 4714 gallons, but only 40 gallons at 
the end of 8 years, when the tax is now required to be paid, and estimating the tax 
at $1 per gallon (the rate fixed by the House bill), interest at 7 percent per 
annum, and insurance 1 percent or 4 percent computed semiannually. I also esti- 
mate the natural shrinkage to be 2 gallons per barrel per annum after taxpayment 
(the Government estimate for the first 3 years after production is 2% gallons per 
annum). My calculations show that the original tax of $1 per gallon, when paid, 
amounts on the net contents of the package at the end of the first year after tax- 
payment to $1.14 per gallon ; $1.30 per gallon the second ; $1.49 the third ; $1.70 the 
fourth : $1.97 the fifth; $2.28 the sixth, and $2.67 the seventh. 

“Mark you, this represents only the tax, and not a cent for the cost of the 
whisky, insurance or storage. I believe the proposed tariff bill fixes the duty 
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on imported whisky at $1.80 per gallon, and no country in the world except our 
own requires the tax to be paid on alcoholic stimulants until they are wanted for 
consumpiton, nor collects a tax on the natural loss by evaporation; therefore, 
foreign whisky can be sold at the place of production until it is 8 years old, 
be shipped to this country, pay the duty of $1.80 per gallon, and practically have a 
premium of 17 cents per gallon over whisky produced in this country, or, 9 
years old, have an advantage of 48 cents per gallon, and if 10 years old, 87 
cents per gallon, with an increased advantage each year for older whisky than 
10 years. Therefore, it would seem that those who favor a short bonded period 
either want to force our people to consume immature whisky, or want to give a 
bonus in favor of foreign goods to those who want a ripe article. 

“T believe in a tariff for revenue only, but I don’t believe in legislating through 
ignorance or prejudice so as to give foreign countries so great an advantage over 
a home production that annually pays into the Treasury of the United States 
about $100 million. This may seem an overdrawn picture to some, but it shows 
the possibilities if our people want old whisky, and, in fact, we are now realizing 
it when we know that Canada is shipping into this country immense quantities of 
whisky in cases, which can be aged in that country in bond, pay the duty in this, 
and then undersell us, if we furnish whisky of the same age and as ripe as it 
should be. But should we undertake to establish a similar trade with Canada, 
what are the disadvantages under which we are compelled to labor? First, we 
are compelled to pay the tax on our whisky, hold it for years at great expense to 
ripen sufficiently to meet the highest requirements of healthfulness and culti- 
vated taste, and then be told that, while the quality of our goods is highly appre- 
ciated, our prices are too high to meet with favor. 

“The only way to introduce our goods abroad is in bottles, and there is no law 
whereby the tax on bottled whisky that is exported can be rebated to the shipper, 
and even if the original tax were returned, it would have increased so much by 
interest, insurance, and evaporation that we can never do foreign business as 
long as we are compelled to taxpay our goods and hold them until they are suited 
to the wants of foreign countries. But it may be said: ‘Why not export your 
whisky, age it in foreign countries, return it to this country, bottle and ship 
abroad again?’ This may be done, but to be reduced to the extremity of calling 
on foreign governments to aid us in preparing our manufactures in a manner 
suitable for consumption when our own Government denies us that privilege is 
so humiliating, to say nothing of the increased expense of shipping to and fro, 
that, in asking that privilege from a foreign country, I would almost be ashamed 
of my American citizenship 

“My friends, the extension of the bonded period will not destroy your business, 
On the contrary, it will offer new fields for your enterprise, and I beseech you, do 
nothing against a measure that you are free to confess is right in principle, 
conducive to the health and comfort of the whole people, and to which the only 
objection you can offer is a fear that possibly it will be to your pecuniary 
ietriment.” 





{Excerpt from Bonfort’s Wine and Spirit Circular, February 10, 1894] 
CANADIAN WHISKY 
(By Hiram Walker & Sons, Ltd.) 


The business of distilling in Canada is worthy of more than ordinary remark, 
from the fact that the Government regulations in connection therewith are in 
two important respects, we believe, different from those of any other country. 
Che first of these is that none of the product is allowed to go into consumption 
until 2 years old; and the second, the system of bottling under official super- 
vision and guaranty. There is, however, this difference between the two—that 
while the first is compulsory the second is optional. 

From the standpoint of the public these provisions are perhaps equally de- 
serving of attention; for both are undoubtedly designed to assure wholesome 
liquor. The one absolutely forbids the sale of raw spirits of domestic manu- 
facture; and the other enables consumers who desire a still more mature article 
to obtain it beyond the possibility of question While these regulations affect 
only Canadian-made spirits, because it would obviously be impracticable to apply 
them to goods of foreign origin, the protection to the public is almost perfect, 
for the reason that the spirits consumed in the Dominion is principally Canadian, 
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and the expenses incident to importation tend to keep out of the country foreign 
goods which are not of fair quality. We frequently hear it remarked by 
strangers who travel in Canada that our bars are conspicuously free from the 
raw and unwholesome whiskies which are unfortunately only too common else- 
where 

From the distiller’s point of view our Government supervision of bottling is, 
o our mind, infinitely valuable. It permits (although it does not compel) 
distillers, and those only, to bottle their product while still in bond, under the 
constant eye and control of excise officers; an official stamp bearing the age 
of the whisky being placed over the capsule of every bottle as a guaranty to 
the public and a protection to the manufacturer. 

lo those familiar with the enormous and scandalous imitation of the brands 
and labels of reputable producers of wines and liquors, it will be unnecessary 
to say what a welcome safeguard this is. It is doubtful whether any other 
branch of business is so notoriously under suspicion, and justly so. Not only 
are liquors extensively adulterated and artificially produced, but there is a class 
of men who counterfeit the best-known labels, and who, as the columns of this 
journal have frequently shown, openly advertise that they are prepared to 
supply “skeletons” of any kind desired. Happily such nefarious operations are 


inknown in Canada, but it is not easy to prevent the less vicious practice of 
abeling with a fictitious age or false origin, without going so far as to copy 
any proprietary label or mark, either of which is a sufficiently unfair competi- 

[It will be readily admitted that the manufacturer of a meritorious article 
should be entitled to the full and undisturbed enjoyment of the benefits arising 


from the reputation he has created. But so far from this being the case with 
wines and liquirs, the good will of nearly every leading producer is, under 


rdinary conditions, being positively undermined by the counterfeiter and his 
illies 

So far as it is possible the Canadian Government has made Canadian distillers 
secure in their just rights; and that without the slightest disadvantage to any 
other legitimate interest, and with a protection to the people which was much 
needed Although, as before stated, it is purely optional with distillers to 


bottle under official supervision or not, as they prefer, the value of the guaranty 
s so Inanifest that the public has come to distrust any distillery-bottled whisky 
vhich does not possess it, upon the hypothesis that no one would willingly 
forego the best of all recommendations. 

As a natural consequence we find here that the great bulk of the bottled 
whisky sold is put up at the distilleries. It is true that there is still more or 
less bottling by dealers, but the wide distribution of the absolutely guaranteed 
Whisky has so educated consumers that there is comparatively little scope 
for manipulators of raw spirits and essential oils and their brethren of the 
“skeleton” industry, who, in the United States, swindle the public and defraud 
the manufacturer with comparative impunity. 

While the actual Government control is, of course, limited to Canada, the 
system described operates to a considerable degree far beyond the boundaries 
of the Dominion; for its certificate is understood and appreciated wherever 


f 


the “tricks” of the liquor trade are known—which is practically the entire 


world. Nothing has been so potent in establishing our brand, Canadian Club, 
the United States, in spite of a tariff which might well be regarded as pro- 
hibitory, and it is found effective in countries where the laws against adultera 





tion and false brands are the most severe and the most strictly enforced, such, 
for instance, as Great Britain. 

It might at the first glance be supposed that we should rather retain this unique 
ndvantage than see it extended. But, on the contrary, nothing would afford us 

reater satisfaction than to contribute to the adoption of the same system gener- 
lly, and it is with the hope of influencing the bona fide liquor trade of the United 
States in favor of better legislative enactments that we have acceded to the 
request of the proprietors of this journal for an article on the subject. 

Let the genuine goods be unmistakably identified and it will follow that the 
public taste will be edueated to the point of discrimination, while at the same 
time the maker and distributor of spurious goods will receive a cheek which must 
soon prove fatal. Then all legitimate producers and dealers will find an ample 
field for their ambitions. 

It, of course, follows from the foregoing that Canadian distillers are privileged 
to carry their product in bond longer than is permitted in the United States. 
Here the duty (or internal-revenue tax) is collected only when the spirit goes 
into consumption—a provision which we venture to think is every way superior 
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to the regulations in force among our neighbors. Not only is it more equitable 
to the trade but it encourages the fuller maturing of spirits; and by enabiting 
distillers to take advantage of seasons of cheap grain to manufacture more than 
their normal requirements, it is also beneficial to the farmers, by stimulating 
the demand for their produce when most needed. When spirits have to be taken 
out of bond before required for Consumption, any economy in the cost of raw 
material would be more than offset by the earlier payment of the tax. 


I 


HikaAmM WALKER & Sons, Lrp 


CONGRESSIONAL REFERENCES TO THE BONDING LIMITATION ON DISTILLED Spirits 


In 1846 Congress adopted legislation establishing bonded warehouses for im 
ported products of all kinds. (The purpose given was “to stimulate and promote 
foreign trade.” 

In 1862 Congress adopted legislation providing for the establishment of bonded 
warehouses for domestic distilleries in order to protect the revenue 

Krom Report No. 1277 of the Ways and Means Committee, 47th Congress, 
June 6, 1882, we take the following excerpts from the report: (1) Reprint of a 
letter from Treasury Department, Office of Internal Revenue, April 3, 1882, 
signed by Green B. Raum, Commissioner 

From page 1: 

“Sir: I acknowledge receipt of your valued favor of this instant in regard 
to House bill 5237, which provides for an extension of the bonded period upon 
distilled spirits. 

‘The bill was prepared with great care and in respect to its machinery I am 


1] 


satisfied it will work admirably. The principle of the bill, I think, is correct 
Upon all manufactured articles upon which the internal-revenue tax is levied, 
except in the case of distilled spirits, the manufacturer or owner is not compelled 
to remove the same from the place of manufacture until he can find a sale for the 
product. This is so in respect to beer, tobacco, cigars, matches, ete. The exten 
sion of the bonded period to 3 years gave quite a stimulus to the manufacture 
of fine whiskies. On the 1st of March last there were 69,243,835 gallons in dis 
tillery warehouses in Kentucky, Pennsylvania, and Maryland It seems to me 
unreasonable to suppose that these spirits can all be removed for consumption 
within the time now required by law. If the manufacturers and owners are 
required to pay the taxes within 3 years, I would expect to see such a decline in 
prices as would seriously embarrass many strong firms, probably cause many 
failures, and unfavorably affect other branches of business without any benefi 
cial results to the Government. I think, upon this ground alone, the extension 
of the bonded period is entirely justifiable.” 

In the same report the Ways and Means Committee said 

From page 3: 

“* * * Under the existing internal-revenue laws, distilled spirits is the only 
article upon which the Government requires the tax to be paid before it is 
actually sold, or removed for sale or consumption. In every other case the 
manufacturer keeps the article in his own possession and under his own ex 
clusive control, without the payment of any tax until he chooses to sell it or 
remove it for consumption or sale. The manufacturers of tobacco, snuff, cigars, 
beer, matches, perfumery, cosmetics, etec., are permitted to hold their goods until 
there is a consumptive demand for them, and pay the tax only when they sell 
As we shall see hereafter, none of them are required to execute any bonds ex 
cept as manufacturers, and the Government does not have the custody or con 
trol of their products as it does in the case of distilled spirits. In all these cases 
the tax is strictly upon consumption, and the manufacturer or owner is per 
mitted to take advantage of favorable markets and avoid unfavorable ones to 
the same extent precisely as if there were no tax upon his goods. This is un 
doubtedly the true principle of excise taxation. While the Government is justi- 
fiable in exacting its revenue, it is not justifiable in attempting to control the 
trade in a legitimate article of commerce by forcing the owner either to sell at 
a loss on the orginal cost of production or to permanently invest the amount 
of the tax in addition to that cost * * *.” 

From page 3: 

“There appears to be no sufficient reason why the single article of distilled 
spirits should be excepted from the general rule applied to all other taxable 
products * * *,” 
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From page 4: 

“In considering the question as to the propriety of extending the bonded period, 
it must be borne in mind that the Government can gain nothing whatever by 
forcing the owners to pay the tax before there is a demand for the article, for 
the obvious reason that the spirits thus forced out will constitute a stock in the 
market which must be consumed before another supply will be manufac- 
tured * © *.” 

From page 4: 

“Suppose that the owners of the spirits now in bond shall be forced to pay 
90 cents on the gallon, and remove them from the warehouse before there is 
an actual demand for them in the market, they will, of course, be compelled to 
sell them at such prices‘as they can obtain. They cannot afford to hold, for any 
considerable time. an article in which they have been compelled to invest so 
much beyond its intrinsic value, and the consequence will be that they will, neces- 
sarily, put prices down to the lowest possible point, and sell in competition with 
the inferior grades of goods known as rectified and compounded spirits.” 

From the 1880 report of the Ways and Means Committee, found reprinted on 
pages 14-16 of Report No. 1277, June 6, 1882, we quote the following excerpts 
Which explain the bond limitation first imposed by American law in 1868 in 
the following words: 

From page 15: 

“The latter part of the section just mentioned [referring to sec. 4 of 15 
Stats., p. 126, adopted July 20, 1868], declaring that the tax ‘shall attach to this 
substance as soon as it is in existence as such,’ established for the first time in 
our legislation upon this subject a rule which makes a great discrimination 
against distilled spirits as to the manner of assessing internal-revenue taxes, 
and subjects the manufacturers of that article to the evil of which they now 
complain. According to the letter of this law, the tax attaches to the alcohol 
as it exists in the mash while in the fermenting tubs, and before it has been 
separated from the other substances hy the process of distillation; and in ac- 
cordance with this interpretation the distiller is now in many instances actually 
required to pay tax upon the spirits which ought to have been produced from 
the mash, although the entire fermented matter may have been lost or destroyed 
by accident, and without fraud or negligence upon his part. This injustice is 
accomplished by assessing him as for a deficiency in not having produced 80 
percent of the surveyed capacity of his distillery as established by law. 

“As already intimated, this rule, which makes the tax attach to the article 
as soon as it has an existence, and without reference to its sale or consumption 
or removal for sale or consumption, is exceptional in our legislation, and applies 
only to distilled spirits. In the case of tobacco and snuff, articles upon which 
many millions of dollars are annually collected, the law provides for the col- 
lection of a tax only upon the quantities ‘manufactured and sold or removed for 
consumption and sale,’ and the manufacturer is permitted to retain them in 
his own possession, without the payment of tax, for as long a time as his in- 
terests or fancy may dictate. The law is the same with regard to fermented 
liquors, cigars, medicines or preparations, perfumery, cosmetics, matches, wax 
tapers, playing cards, etc., ete. ‘Manufactured and sold,’ or ‘made and sold, or 
removed for consumption or sale,’ is the language of the law in all cases except 
distilled spirits: so that, with this single exception, the uniform and settled policy 
of the Government is to levy and collect internal-revenue taxes only upon manu- 
factured articles which actually enter into consumption in this country, or are 
removed for consumption or sale in this country. During the present session, 
Congress, by the almost unanimous vote of both Houses, has reaffirmed this just 
policy by the passage of a bill allowing for loss by leakage while spirits are 
being transported to the port of shipment for exportation. The question of 
taxation upon exports conld not affect the principle of that bill in the least, for 
the obvious reason that spirits actually lost by leakage or otherwise, and for 
which the allowance is to be made, cannot be exported. It can only be vin- 
dicated upon the general ground that the citizen ought not to be compelled to 
pay an excise tax upon an article which can neither be sold nor consumed, This 
is undoubtedly the true policy, and is in strict accordance with the principles 
which underlie every just system of taxation: for upon no other theory or plan 
can the public burdens be properly distributed among those who ought rightfully 
to bear them. To tax the citizen upon a particular manufactured article simply 
because he has manufactured it, when, without fault or negligence of his, he can 
neither sell nor consume it, is to compel him to contribute more than his just 
proportion toward the support of the Government. When, however, the tax is 
collected upon the article sold or consumed, everyone who purchases, or in any 
way uses it, necessarily pays his share of the duty.” 





gr 
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In 1894 the 8-year bond period was established for the first time. The follow- 
ing excerpts are taken from Report No. 276 of the Ways and Means Committee, 
53d Congress, January 24, 1894, relative to H. R. 5442 of that year: 

From page 7: 

“The bill provides for the addition of 10 cents per gallon to the tax of 90 
cents now imposed on all distilled spirits, the increase to go into effect om the 
first day of the second month after its passage. The time allowed before it 
goes into effect is the shortest within which, in the opinion of the Commis- 
sioner of Internal Revenue, the proper stamps and regulations, necessitated 
by the change, can be prepared and distributed. It is estimated that this 
increase will yield annually about $10 million of additional revenue. 

“Unlike all previous legislation increasing the tax on this product, which has 
limited the increase to future production, this additional 10 cents is imposed on 
all distilled spirits in existence, and upon which taxes have not been paid when 
the increase goes into effect, thus including that in bonded warehouses as well 
as that afterward produced. 

“Under our internal-revenue system, the principle of collecting the revenue 
when the taxed articles enter into the channels of trade for consumption is of 
universal application, with the exception of distilled spirits. But the producer 
of distilled spirits is not only required to pay the highest rate of tax imposed 
under our laws, but must pay it within 3 years when often no market can be 
found for his product. 

“The adoption of an unlimited bonded period, requiring the payment of the 
revenue when the spirits is withdrawn for sale and consumption, would only 
place this product on the same basis with fermented liquors, cigars, tobacco, 
and all other articles subject under our laws to similar taxation, and the Gov- 
ernment would lose no revenue and incur no additional expense in its collection. 

“To relieve this legislation from any possible or imaginary objection your 
committee has not given an unlimited bonded period, but has only extended the 
time within which the goods shall be withdrawn and the tax paid to 8 years. 
This limitation will not seriously interfere with the natural course of business, 
and will greatly alleviate the financial distress which periodically overtakes all 
business and falls with tenfold force on those engaged in making distilled spirits, 
because they must not only carry the value of the spirits, for which there is no 
market, measured by the cost of production to await a revival of trade, but 
must in addition, and when money is most difficult to obtain, raise and pay the 
Government 4 times as much more in taxes, in order to avert ruinous sacri- 
fice or confiscation. 

“Indeed, the paralysis in all business which has existed for the last 6 months 
is so greatly exaggerated in this trade by the maturing taxes on liquors for which 
there is no demand that many producers and dealers have already failed, and 
only unlimited credit or the fairer legislative treatment which this bill proposes 
to give can avert financial ruin to very many others. 

“When it is remembered that the payment of taxes at the expiration of the 
3 years can be, and generally when there is no market is, avoided by exportation 
of the spirits at a cost of $4 or $5 per barrel, paid to foreigners in ocean freights, 
warehouse fees, and insurance, attended with a loss of revenue to the Govern- 
ment, the necessity of this legislation becomes more apparent. 

“The exemption of distilled spirits from the general rule of collecting internal- 
revenue taxes when the articles taxed are sold for consumption grew out of the 
difficulty in adjusting a new system to this product. But experience has over- 
come these difficulties by a perfected bonded-warehouse system, under which the 
expense to the Government for supervision and collection and the revenue 
received will be the same, whether the present bonded period of 3 years continues 
or the proposed extension to 8 years be adopted.” 

The following excerpts taken from the Congressional Record May 26, 1898, 
beginning on page 5261, give a succinct history of bonding period legislation from 
1862 through 1894. The material that follows, as found’ in the Congressional 
Record, was a reprint therein of the Ways and Means Committee Report (by 
Mr. Evans) in that year. 

From page 5262: 

“Our earliest internal-revenue enactment (act of 1862) provided for the pay- 
ment of the tax on distilled spirits only when they were sold for consumption. 
That is the law now as to all other subjects of internal-revenue taxation, such 
as tobacco, cigars, beer, ete. 

“Justice would seem to demand that no tax should be levied on what can never 
be sold for consumption. If every gallon of spirits on which the tax is paid is sold, 








28 XNTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 





ind the purchase price paid by a consumer, the distiller or dealer has no cause 
‘ rin that case an equitable distribution of burdens arranges itself 
by the laws of trade: but if the tax is exacted on what has previously evaporated 
1 air, the owner is out just that much without the possibility 
nd equally witl t the possibility of ever getting a price for it 
(>the tries do not tax what is never sold rhe English distillers and the 
I I } lers put their sy its to docks wirehouses, and they remain 
there indefinitely untaxed unt they are sold, and then taxed only on what 
ustice of taxing aporation has long been recognized by those 
lny wl hy ially mi ate t os Sains 
“ ed tetter ft Co oner of Internal Revenue with ap 
\ rreasury ) 
Wit fers he indefinite extension of the bonded period, intended to ; 
! { for f bond preseribed, IT would state that these provisions 
ti v i ipprova Ii my opinion the same rule of taxation 
ther products ect to internal revenue tax should apply 
1 rit that is to v. the t should be levied only upon the article 
i premises of the manufacturer for consumption or sale. The 7 
I s passed the sooner will Congress be relieved from solicita 
red fi tit oO time to afford temporary relief 
reun t to show th any legislation which interferes with the 
voof supy nd demand will prove irksome, not to say 
business ss nterfered with The internal-revenue laws 
i e that distilled spiri shall be thrown upon the domestic market 
thout regard to the demand which m: or May not exist at 
ind thout regard to the quantity actually delivered at that time, 
' we such elements into the business problem as must ten render it one of 
il ” 
I pave el, cont atic of Ways and Means Committee Report): 
L pirit \ rv lor id expensive process Che actual cash 
! i, labor, interes I e, et oO say nothing of large plants, 
nd profitable retu must be long waited for When at last 
ty} iod of aging ha ulminated, the manufacturer may meet 
s ‘ ket to »dd to his burden, as is the case at this 
shown as one reason for the passage of this bill that there are 
t n the warehouses than there is any demand for in the 
them which are over 4 years old are rapidly depreciating 
} g better in quality, because the outage period does not new 
ext Gut there is also another reason of great potency. 
Phe ¢ tution of the United States, in clause 5, section 9, article I, pro- 
des that “No tax or duty shall be laid on articles exported from any State.’ 
Chis tutional provision entitles every manufacturer at any time before 
the S-year bonded period has expired, and before the tax is due, to export his 
vdu free of tax to some foreign country He is driven, whether he wants 
to do so or not, to resort to this means of relief from the taxation if he cannot » 
tind a purchaser if he does not export it, our laws compel him to pay the tax 
f $1.10 per ¢ moon all that has been evaporated after 4 years as well as on 
what is left \s he tinds it impossible to pay the tax, he must export. If he 
hooses to do so, any number of years afterwards he may reimport the spirits, 
when he does he only pays the tax on what is left and brought back.” ~ 


Phe Cuatrman. Are there any questions? 

Mr. Kean. Mr. Chairman, I would like to ask that one question 
that I isked Mr. Savlor. 

If liquor Is in bond longer than 5 years, does it improve any ? I do 
not want to ask a trade secret, but is all this business of 30-year whisky 
being better than 10-year whisky based on fact ? 

Mr. Wortrie. I do not believe it is a trade secret. sir. All we have 
to do is to read the reprint of this article on extension of the bond 
period by George Garvin Brown, the grandfather of one of the com- 
panies in opposition here. He said in 1894, and he was one of the 
founders of our industry, “Whisky is infinitely better at 10 years than 
it is at 6.” 

Mr. Kran. How about 15? 





MARKET PRICES OF KENTUCKY WHISKEY 
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WHISKEY INVENTORIES (June 30th) 
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PRICE PROOF 
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Mr. WoeE.¥Fi E. There are those who believe it is better at 15. Asa 
matter of fact, there is another gentleman in opposition to this bill, 
sir, Who has just placed on the market, I believe, either a 15 
year-old bottle-in bond, 113 proot bourbon. 

Mr. Mason. Mr. Chairman. 

The Cuainman. Mr. Mason will inquire. 

Mr. fi M ASON. | have one question, Sir, and 


or 16 
He must think it is good. 


it mig t be a little embar 
rassing. For every gallon that we freeze o1 permit to stay im for 4 

ars of this $10.50 per-g allon tax, supposing at the end of the 4 vears 
we have lowered the tax to the proper place, ay sO a gallon. Would 
you object to an amendment to this bill to pl ovide that every gallon 

e permit to stay in shall pay the $10.50 tax even when it comes out 
for 5 or 6 years from now, when the tax would be 86 / 

Mr. Woetrie. Sir, I don’t consider that an embarra sing question. 
I appreec iate the op portunity to answer. First, the Internal Revenue 
Code now prov on s for re funds on tax-pal il go ole still on hand if the 
tax is reduced : r the tax is paid but before the product is sold 

The total amount of revenue collected by our United St ee 
ment, on distilled spirits, beers, wines, or anything else is irely 
dependent upon the consumptive capacity by the American ae le. 
So it does not matter. This Government will not lose one single 
in revenue because revenues depend upon consumption, 

If | years from now this House Wavs and Means Conimittee de ‘ides 
that the basic tax per gallon should be S4 or 83 o1 2, 
will receive the amount of mon e\ that it anticipates on the consump 
tion in that year. The amount of whisky in bond, is not the 
measure of the amount of revenue which this country will collect. 
You do not collect the tax on evaporation. You collect t 


the tax only 
on what is sold in the consumer market. You do not collect the 


tax only on what is sold in the consumer market. You do not collect 


- cent 


the Government 


the tax on export. As you know, there are many gallons of whisky 
now being forced out of bond which are being shipped to Canada. 


There is no tax paid on those. The revenue collected by the oe 
ment is de ‘pendent on ly upon consumption by the American citize 
Mr. M ASON. ] underst: and the revenue on this Was dle penne ae 


the number of gallons that was forced out, whether there was a place to 


consume it or not. 

Mr. Worurie. No, sir. Your $10.50—I think the Aleoholic Tax 
Unit will bear me out and the Treasury, too—per gallon is collected 
on the amount of whisky that is withdrawn from bond to be placed on 
the American market for consumption. We are tax collectors 
basically for the United States Government because it i 
collect the tax at the distillery warehouse. But in 
excise tax on a consumer goods. 


is easier to 
essence it 1S an 
We only prepay and we can’t possibly 
pay to this Government the taxes on forced-out whisky, beea 
consumer demand is not there. 

Mr. Mason. Under the present law you have to pay it. 

Mr. Woririe. Only when it is withdrawn for consumption, sir. I 
think Mr. Gilbert could add a little to that. 

Mr. Gitperr. My name is Richard Gilbert. I am vice president. of 
Schenley Industries and assistant to the chairman of the board. The 
question you have raised, Congressman, is of such importance that I 


“uuse the 


32409—53— 
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will ask the committee to bear with me for 2 or 3 minutes to answer it 
because in my judgment it goes to the very heart of the problem. 

Mr. Mason. That is the point I wanted to get clear in my mind. 

Mr. Grunerr. We have called this a force-out problem. The fact 
of the matter is that it is not a force-out problem in a very basic sense. 
If a man is threatened with a foreclosure of his property on a given 
date, it is appropriate to say he has a foreclosure problem. But the 
fact of the matter is that very, very few properties are ever brought 
to foreclosure because the man in that predicament will obviously sell 
his property for whatever it can bring above what he thinks it will 
bring on a knockdown sale. That is precisely the position of the 
distilled-spirits industry today. 

Long before this whisky is forced out of bond, it will be redistilled 
at a net loss to the distiller of about $2.25 per gallon. Long before 
the producer will take that kind of punishment ce will sell his 8- year 
and 7-year and 6-year and perhaps even his 4-year whisky at knock- 
down prices, and perhaps even at his cost of production. That is 
exactly what has happened today. Four-year whisky, which is the 
basic _— used in the country, sold at $4.50 per original proof 
gallon just before Korea. It is selling at $1.50 to $1.60 today, and 
there are very few buyers. This industry, as a matter of fact, is so 
hard hit today that unless relief is granted sometime within the next 
2 or 3 years—and I state this with a clear appreciation of what I am 
saying—every small distiller in this business is going to be wiped out. 
Some are going to testify today. Relief is absolutely essential. 

From the Treasury’s point of view, I would like to remind this com- 
mittee that the United States Government has a 52-percent stake in 
the profits of this industry. It is going to collect its excises on whisky 
as itisconsumed. In addition to which, it gets 52 percent of whatever 
the industry makes. And it loses 52 percent on everything that the 
industry does not make. 

The profits of this industry are down approximately 60 percent 
already, and there is no telling how much further they are going to 
go down. That is the heart of the matter. 

There are some firms which are long in this business. There are 
some firms which are short in this business. Not many, however. I 
will put in the record sometime tomorrow some figures which will 
indicate that practic ally every firm in the business, with 2 or 3 excep- 
tions, has 7 or 8 years’ supply of whisky in inventory. 

The simple matter is that, while some of us can profit by a chaotic 
market, others will lose by a chaotic market. The Government of 
the United States must have an interest in the maintenance of orderly 
markets and orderly distribution and an opportunity for everybody to 
conduct his business in an orderly fashion. 

Thank you. 

The Cuatrman. You mentioned a desire to put something in the 
record. 

Mr. Giteerr. I will put a table in the record tomorrow, if I may, 
Mr. Chairman, indicating the whisky held so far as we can determine. 

The CuarrmMan. As part of your remarks today ? 

Mr. Giipert. Yes, sir. 

The CyHatrrmMan. Without objection, it will be received. 

(The table referred to follows:) 





' 
' 
' 
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Exnisir H.—Bulk whiskies in Kentucky warehouses, based on Liberty National 
Bank re por ts 








4 I i 
lle : NX l] be 
t t s Scientia Apparent 
Company — ; Kentucky amber of 
INK KY warel eg ears val 
warel ( \ , 52 ibility 
Sep. 1, 19 
\ $ é 
Schenley AM), 41 1, 690, 700 8.4 
National 201, 64 40), 674 
Seagram 147, O78 837, 906 
Glenmore 64, 466 154, 4 
Brown-Forman 85, O74 390.114 4 
Barton 25, 556 316, 967 12.4 
Fleischmann 26, OOF 249. 880 9 ¢ 
Stitzel-W eller 24, 88 216. 435 8 
Heaven Hill 26), 927 184, 194 6.8 
Park & Tilford { 2, 870 4.2 
Medley 9, YS3 7, 259 17.8 
Old Jordan 1 481 60, 22 16.9 
Anderson County 6, OS6 61,817 10. 2 
Jas. B. Bean 13, 343 62. 528 12.3 
J. T. 8. Brown's Son 2,148 4, 539 6.8 
John P. Dant 4,475 4,425 12. 2 
Double Springs 477 6. 83 16.3 
General S811 ik. 60 5 
Glencot &, OSS 1, 328 i. 
Grossecurth sO 97. 663 
Hoffman 2, 489 26, 684 10.7 
Kentucky Distilling 855 
Kentucky River s 832 { 13.0 
Louisville Public Warehouse 10, 186 7, 210 
Old Happy Hollow 432 6, 826 15,8 
Old Joe 2.059 51. 568 25.0 
Rocky Ford rn 8. 457 21.3 
United Distillers 13, 750 #5, 206 4.7 
Waterfill & Frazier , ARG ”), 394 28. 0) 
Willett 1, 769 0, 03 17.0 
Total 48, 725 7, 118, 460 
1 1950-51 figures, which are higher, have been used as a util tion level 


ExnHisir C In-bond cost per regage-proof-gallon whisky—New distillation to 
12 years includes taxes on outage after 8 years 


Cost per barrel Cost Cost 


Age Cost ta- |Adva-| EX: | est Costa illons | gallons 





begin- | Storage) 20" (4h cise | cost Stal ier bar- exelud- | iaclud- 
charges) >” re taxes charges ing hs 
veal en - paid a yeal . 

taxe LXe Kes 
Up to 1 year $50. 00 $1.20 $0.08 $0.90 $1 $53.7 7 $1.14 
1 to 2 years 5 1. 20 09 90 1. 60 1. 28 
2to 3 years 5 1. 20 10 90 1, 66 61 13 1. 43 
3 to 4 years 61. 3¢ 1. 20 13 90 l f 32 $1 l ) 
4to 5 vears 65. 32 1. 20 15 90 RO) 69 ) 1.78 

5 to 6 years 69. 37 1. 20 30 90 1. 87 73. 64 1. 9 a 
6to7 vears 73. 64 1. 20 12 00 4 TR. 1 5 2. 20 
7 to 8 years 78. 16 1. 20 48 90 2 02 82.70 4 2 43 

8 to 9 years 82. 70 1. 20 91 $357 12.80 | 454. 61 2.5 3. 49 $13. 99 

9 to 10 years 454. 61 1. 20 91 12. &€ 169, 5S 10. 5 4.) 15. 40 

10 to 11 year 469, 5S 1. 20 91 12.92 | 484. ¢ QR. 5 6. 5 17.00 

11 to 12 years 184. 61 1. 20 91 12.99 499. 71 26.5 8. 3¢ 18. 8¢ 

In-bond cost, including storage, insurance, ad valorem taxes, interest and taxpaid outage (excludes in 


terest on capital investment amounting to $0.45 per barrel a year 








PERIOD ON DISTILLED SPIRITS 


EXTENSION OF BONDING 





EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 33 


The Cuatrman. Are there any questions é 

Mr. Stimpson. Yes, Mr. Chairman. 

On page 2 of your statement you refer to the chief concern of the 
general public being in the effect which this bill would have on Federal] 
revenue and so on. That is an important question, and 1 would like 
to undertake to clarity it. I have before me a copy of a report from 
the Under Secret: ry of the Treasury, dated March 31, 1953, which I 
would like toread. | Reading: | 


The failure to extend the bonding period could force out whisky and lead to 
greater consumption as a result of distress sales or more intensive sales promo 
tion The immediate effect would be an increase in excise-tax receipts How 
ever, the renction on the corporate-income tax would be unfavorable. On 
balance, it does not appear that there would be a s int change in total ta 
collections as a result of the enactment of H. R. 1215 in this respect. The 
Treasury Department has no objection to the passage of the bill 





Now. lest there be concern about the Secninis De} yartme nt’s pos} 
tion, let me add that the Treasury Department bead been unable to 
ascertain any clear balance of advantag on either side of the con- 
troversy within the industry, and hence takes no position on the gen 
eral merits of H. R. 1215. I read the first paragraph to point out the 
Treasury position, which I sum up by repeating that on balance it 
does not appear there woul | be : a sionifiec ant Cc hi inge in tot: al tax Cc ‘ollee 
tions asa result of the enactment of H. R. 1215. 

The Cuamman. Mr. Byrnes will inquire. 

Mr. Byrnes. Mr. Woelfle, am I correct in my understanding that 
this bill relates primarily to the manufacture and bonding period of 
bourbons 4 

Mr. Woetrie. No. It includes all distilled spirits. 

Mr. Byrnes. It includes all distilled spirits: but do we make Scotch, 
for instance, in this country ¢ 

Mr. Wore.rie. We do not. 

Mr. Byrnes. So the question ot age limitation and the age that 
Scotch is advertised in this country does not have a real relation 
ship to the bourbon problem ¢ 

Mr. Woe.Fie. This particular bill today, sir, affects very seriously 
the producers of American rves, ee and brandies. Of course, 
I recognize the fact that the oreat yroducers 1n this country of blends 
are not seriously affected by this p aa lem because there is no foreeout 
problem as far as great vendors of blends in this country are con 
cerned. This is a very marae matter as _ as the producers of ryes, 
bourbons, brandies, st1 ‘al ohts ¢ and bonds concerned. It is that seu 
ment of the industry thet faces extinction. 

Mr. BYRNES. if that IS the problem, l was WOol ider he why some ot 
the examples you might use insofar as ages at which they are advet 
tised are concerned, are not bou bon S lnste ad oT Scott | ies and brancies. 

Mr. Woe trie, Scotch is their tough competitor and therefore their 
age claims are very important. 

Mr. GILberr. Mr. Congressman, it costs the industry in this cow 
try approximately 10 cents a gallon to store whisky. Whisky that is 
left in the barrel and on which we actually pay the taxes will cost 
the industry when it is 8 years old 82.45. It has increased in value ap- 
proxim: ately from $1 to $2.43 at the end of 8 vears and just prior to 
being forced out of bond. W hen it is forced out of bond, its cost goes 
up in 1 year from $2.45 to $5.49. In the second year after it is forced 
out of bond it goes from $3.49 to $4.90. 
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Mr. Byrnes. That is your manufacturing costs, bonding costs and 
overhead. 

Mr. Gitzert. The principle is very simple, we are paying evaporage 
on that whisky at the rate of $10.50 which we do not pay prior to the 
time it is forced out of bond. And we have to pay interest on $10.50 
per gallon after it is forced out of bond. 

Mr. Byrnes. I think you missed my question. 

Mr. Gitserr. The reason nobody in this country sells whisky at 
over 8 years old is that it is simply prohibitively expensive to produce 
it. In fact, I would say Schenley relatively speaking is the only 
company that a sold 8-year whisky in any quantity. 

Mr. Byrnes. As I understand it, one of the things of which you com- 
plain is that the present law in this country prejudices the American 
industry as against foreign producers. That the foreign producer, 
for instance, could send in this 25-year-old Scotch and 30-year-old 
brandies and so forth. I am wondering why it is that you don’t have 
examples of foreign bourbon coming in with this high age. 

Mr. Gitzertr. Bourbon in this country—— 

Mr. Byrnes. Is the difference in the chemical process and distillage 
process ¢ 

Mr. Girperr. Yes. We could produce whisky which was in all 
respects identical with Scotch and Scotch could produce whisky which 
was in all respects identical to bourbon. But bourbon is an American 
whisky and Scotch is a Scotch whisky and they cannot produce bour- 
bon and don’t produce bourbon. If they were permitted to produce 
bourbon and we permitted them to ship into this country bourbon at 
12 or 15 years of age, they could produce that bourbon at a fraction 
of the cost which we would incur in this country in view of the bond 
period. 

Mr. Byrnes. Do we have a restriction on the age at which they 
could import bourbon / 

Mr. Wortrie. There is no bourbon produced anywhere else in the 
world. It is produced only in this country. 

Mr. Byrnes. Maybe what is confusing me is the fact that on both 
sides of the question that has been presented to the committee are all 
bourbon producers. Part of the bourbon industry says you should 
have the extension and part says no. That is why I get the impres- 
sion that it is a bourbon problem fundamentally and relates primarily 
to the situation in the matter of bonding and sale and distribution of 
bourbon. Therefore, I am wondering what the significance is of the 
situation of the market as it relates to Scotch and brandies and their 
25- or 30- vez ar-old periods. It isa different item. Or am I wrong ¢ 

Mr. Gitserr. The point it that Scotch competes with our bonded 
and straight whiskies and this restriction is an American restriction 
and it bears upon American producers. 

Mr. Byrnes. Only on bourbon. 

Mr. Gupert. It applies to all American whisky and it does not 
apply to foreign producers and foreign whiskies. 

Mr. Byrnes. If there was such a discrimination, why won’t you be 
getting bourbon manufactured out of this country / ‘ ; 

Mr. Gitserr. They cannot label bourbons unless manufactured in 
this country. It is an American designation under our own regula- 
tions. Now, as it happens, some of the American producers are also 
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producers in Canada and producers in Scotland and are therefore in 
position to use their production in Scotland and in Canada to com- 
pete with those American producers who do not have facilities in 
these other countries. 

Mr. Byrnes. One further point on this. Is bourbon distinetly dif- 
ferent flavor or commodity from something by another name and 
manufactured in England or in Canada or some other place? Is it 
distinctly different, or is it just that we have given the commodity a 
different name here as compared to some other place where it is manu- 
factured ¢ 

Mr. Gitpert. I think I said before that foreign producers could 
duplicate the American product, but in fact they don’t. 

Mr. Byrnes. Even though they have an advantage over you on the 
basis of the age proposition they still don’t do it and still don’t export 
it to this country. 

Mr. Giteerr. That is correct. 

Mr. Byrnes. So therefore the difference in the age limitation is not 
a disadvantage to you as against the foreign producer of bourbon. 

Mr. Gitzerr. No, that is not true, Congressman. It is just not true 
that a Scotch of 20 years old does not have an advantage with the 
consumers against an American whisky that can only be sold up to 
8 years old. 

Mr. Byrnes. Is not the aging process and the whole chemical proc- 
ess of manufactured Scotch different than the manufacture of Ameri- 
can bourbon ? 

Mr. Gitperr. Certainly it is. It does not affect the problem. 

Mr. Byrnes. Aging to 15 or 16 years is much more important to 
Scotch, is it not, than aging bourbon to 15 or 16 years? 

Mr. Gitpert. I don’t believe so, sir. 

Mr. Dinceti. Mr. Chairman, I have one question. 

The Cuarrman. Mr. Dingell will inquire. 

Mr. Drneeti. Assuming that the committee acts favorably on the 
bill, assuming that it becomes law, on that same assumption that you 
will be permitted to withhold the whisky from the market for an 
additional 4 years, and you increase your production during these 4 
years and you increase, naturally, on this distress market the volume 
of whisky already in storage, what happens 4 years hence? Do we 
have to then further relieve distress, do we further have to extend 
from 12 to 16 years the storage in bond of whisky, or do we not ? 

Mr. Gitperr. Mr. Congressman, I think you put your finger on 
another crucial point. This is a point which is not well understood 
and which I invite this committee to give some fairly close attention 
to because it is difficult. Every drop of the whisky in this country 
now under bond has got to be used up under the regulations as they 
stand today by 8 years hence. That is when the 1953 crop becomes 


8 years old, 1961. If the industry is to stay in business after 
1961, it has to genio some whisky now or next year or the year fol- 
lowing. The only way in which the industry can right its position 


and bring its inventories into normal relationship to sales is through 
the extension of the bond period, because if you extend the bond 
period then we don’t have to use up the 1953 crop by 1961. We can 
use some of it in 1962 and 1963. In other words, by extending the 
bonded period you enable us to use our present 8-year supply over a 
9- or 10-year period which automatically takes the heat and the 
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pressure off the market and which makes it possible for those of 1 
who expect to be in. business after 1961 to discontinue distillation 
for awhile. In other words, there is no way to right this ae 
except by an extension of the bonded period. On the other hand, 
vou give us that extension, it is bound to right itself over the next 
? or 3d vears 

The Cuatrman. Mr. Forand. 

Mr. Foranp. I was just interested in Mr. Gilbert’s last statement. 
Am I to understand from what you said, Mr. Gilbert, that you would 
stop distillating in order to give you the opportunity to dispose of 
the stocks you have on hand now ? 

Mr. Gitperr, No. My point is, Congressman, that if we can ex- 
tend the use of the whisky presently in bond beyond 8 years we can 
hold individual crops for more than 8 years; we shall do so and to 
that extent we will gradually permit our inventories to run off and 
bring them into balance with our consumption requirements. 

Mr. Foranp. You mean you would reduce your production from 
now on until you get that balance ? 

Mr. Gitnerr. For 2 or 3 years; that is correct. There is no other 
way in which you can bring it into balance if you start with an over- 
Inventory position. 

Mr. FoRAND. Does that mean that a lot of the workers in the in- 
dustry would be thrown out of employment 4 

Mr. Gitnerr. This is a very important point too and it brings me 
to a question raised earlier with regard to the cooperage companies 
and why they are for extension of the bonded period, The answer 
is very simple: They sell barrels to the industry. If they are to con- 
tinue to sell barrels they have to have a healthy industry to sell them 
to. If the industry goes bankrupt they will not be able to sell any 
barrels. Already the pressure on “i market has reduced the price 
of barrels just as it reduced the pri » of whisky. If the industry 1S 
unhealthy the workers in the in anaes and the workers on the bottling 
line as well as the workers in the distillery plants are going to suffer. 

Mr. Foranp. The point is not clear in my mind yet. From what 
you have said it appears that thee mployees are bound to be laid off 
to some extent regardless of which way this thing goes. If you are 
forced to put your stock out on the market now, naturally the em- 
plovees will have to be laid off. If on the other hand the legislation 
passes and you are permitted to hold this stock in the warehouses, you 
are going to cut down on your production, so there again the employees 
would suffer. Am I correct in my assumption ? 

Mr. Gitverr. You are correct so far as the distillery workers are 
concerned. Not so far as the workers on the bottling lines are con- 
cerned. In other words, a healthy industry is one which will provide 


continuous employment not only in the distillation of whisky but also 
In its bottling. 


Mr, Foranp. Thank you. 

The Cratman. Mr. Simpson. 

Mr. Stmrvson. Dr. Gilbert, what percentage of the whisky, alcohol 
beverage. and so on..does the American producer fill and what per- 
centage comes from abroad ? 

Mr. Giivert. I believe it is around 7 to 9 percent that is imported. 
This competes with bonds and straights, not so much with blends. 
So the percentage is more significant than it appears. 
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Mr. Simpson. How much? 

Mr. Ginserr. Seven to nine percent. 

Mr. Simpson. The other question is, What happens to whisky that 
might be bought at distress prices and sent into Canada, let us say, 
as a bourbon, and goes to Canada and comes back here for sale eventu- 
ally? Does it come back as a bourbon ? 

Mr. Ginperr. No; it does not, Congressman. I would say to us 
that is one of the really disturbing features of the present situation. 
Last year the shipment of American whisky to Canada, as you put 
into the record, some 2,200,000 gallons, compares with total consump- 
tion in Canada and exports from Canada of so-called Canadian 
whiskies ofapproximately 12 million gallons. Where that whisky 
goes nobody knows. We know that for at least one of the Canadian 
brands the American whisky up to some 49 percent can be sold and 
labeled Canadian whisky. We think that some of that whisky comes 
back to the United States labeled Canadian whisky. We are not sure 
oft it. We know it woes in export to other countries. It may well be 
that that whisky is coming back. 

The CrarmMan. Mr. Mason will inquire. 

Mr. Mason. I want to inquire of this economist, is it true that be 
cause this committee raised the tax from $6 to $10.50 that we created 
the problem that the industry is faced with now? Is that the major 
‘ause of your problem 4 

Mr. Givserr. I don’t want to say “Yes” without reservations, Mr. 
Congressman. I do think that this committee long recognized the 
enormous difficulties which the Congress of the United States, perhaps 
for the best reasons in the world, have imposed upon our industry. 
We have to make whisky to be sold a minimum of 4 vears afte We » day 
it down. In my company we lay down whisky to be sold 6, 7, and 8 
years later. It is hard to know what the future holds in store for 
us. It is hard to know what taxes will be imposed upon us. We 
had reason to believe when much of this whisky was laid down that 
we would be subject to a $6 tax. It turns out to be $10.50. I quite 
understand why that has to be, but I do believe I have a right to ask 
this committee and the Members of the Congress to bear in mind 
that it is difficult to plan a long period ahead in view of that type 
of uncertainty. I would like to say beyond that, granting the in- 
dustry produced more whisky than it should, what crime is there in 
that? Every industry in the United States has found itself in a 
similar pos ition. E very time the or ipe, cotton, tobacco, or any other 
industry gets in this kind of position, it comes to the Congress of 
the United States for relief and it gets that relief for its most part 
even when it entails very considerable cost in a budgetary sense. *We 
are not asking this Congress to do anything other than to relieve 
us of a regulation which serves no purpose to the consumer, produces 
no revenue to the Treasury, and only produces bankruptcy for a great 
portion of this industry if it stays on the books. 

Mr. Mason. My question did not involve what you are saying. My 
question involved what caused your trouble. If we lower the tax 
from $10.50 to $6 as you figured it would be when you planned your 
future expansion and so forth, then would that not solve vour trouble 
by a simple lowering of the tax toS64 

Mr. Giuperr. No. If the tax had been lowered to $6 2 or 3 vears 
ago, my answer would be “Yes.” If you lowered the tax to $6 to- 
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morrow that would not relieve us of the problem within the next 
year. It would help us immeasurably. 

Mr. Mason. That is all. 

Mr. Dineew. I have one point I would like to make. I had the tax 
cut on liquor under the automatic provision which was put in the 
Revenue Act of 1943 on my motion. Also a motion I made was in- 
cluded in the revenue bill of 1945, terminating the war-tax rates on 
June 30, 1946. This was deleted in conference on that bill. 

The Cuarrman. If that completes your testimony, we thank you 
for your appearance and the information you have given the com- 
mittee. 

The next witness will be Mr. L. J. Gunson, president of the Conti- 
nental Distilling Corp. of P hiladelohia, Mr. Gunson, about how long 
will you require ? 

Mr. Gunson. I will endeavor to get through in 10 minutes, if I can 
I am going to leave out some of the prepared statement. 

The Cuarrman. Of course you will have, subject to objection on the 
part of the committee, the privilege of inserting your written state- 
ment in the record. 

Mr. Gunson. Thank you, sir. 

The CHarman. You may proceed. Please give your name and 
your business connection for the record. 


STATEMENT OF L. J. GUNSON, PRESIDENT, CONTINENTAL 
DISTILLING CORP., PHILADELPHIA, PA. 


Mr. Gunsow. Tam L. J. Gunson, president of Continental Distilling 
Corp., and its affiliates, Kinsey Distilling Corp. and W. A. Haller 
Corp.. which are subsidiaries of Publicker Industries, Inc., of Phila- 
delphia, Pa. 

I would like to break right in without any preliminaries and say 
that the present need for relief is brought about by several things. 
World War II, Government restrictions in the distilling industry, 
the tax change and the change in consumption pattern of straight 
whisky created by the war. 

First, the war. We all know that during the war, production of 
liquor was sharply restricted and domestic distilling facilities were 
converted to the production of industrial aleohol for synthetic rubber, 
gunpowder, and other war materials. Whisky inventories declined 
sharply while consumption went up. When restrictions were lifted, 
the distillers went back into production to build up their depleted 
inventories anticipating the return of the prewar pattern of consump- 
tion. Peak production took place from the end of 1945 through 1947. 
These inventories under the present law will begin to reach an 8-year 
tax maturity in 1953 and will continue to do so during the next 2 or 3 
years. 

* But the war situation created another condition which hurt the 
industry—a barrel shortage, which lasted until the end of 1947. Most 
distillers were unable to get new barrels to store their whisky so they 
had to put whisky into used barrels. As new barrels gradu: uly became 
available, the whisky was transferred from the used barrels to new 
barrels. But under our Federal regulations, the transferred whisky 
ean only claim age from the time it went into the new barrels. In 
other words, whisky which is becoming 8 years old for tax purposes 


ld 
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is only 5 or 6 years old for sale purposes. Since American whiskies 
are not readily marketable until they can claim an age of 4 years, 
the normal marketing time on such abies under the present law 
is reduced by about half. It may seem strange that a distiller could 
have whisky that for tax liability is 8 years old but for all other 
purposes is only 4 or 5 years old. Yet under the regulation governing 
this industry such is the case. 

It is true, of course, that not all distillers are in the same situation. 
The companies with great financial resources were able to buy up 
timber tracts, stave mills, and cooperage plants to solve the problem. 
But most of the industry could not. I may add that two of the largest 
interests who were able to meet the problem were Canadian-owned 
companies operating in the United States who are now opposing this 
bill. This acquisition of cooperage facilities, as I am sure you ge ntle 
men are aware, was fully cove red in the hearings last summer before 
one of the subcommittees of the House Judiciary Committee. 

We feel that there is no doubt that the tax increase accounts for a 
part of the falling off of liquor sales since the war, and has further 
augeravated the problems of domestic distillers. 

In 1944 the Federal tax on liquor was increased from $6 to $9 a 
gallon. This increase was enacted as a wartime measure only and 
was to expire 6 months after cessation of hostilities. That date would 
have been July 1,1947. Instead, the tax increase was made permanent 
and, just to add to our difficulties, the tax was again increased to 
$10.50 a gallon in 1951. There is no doubt that the tax situation 
accounts for the falling off of liquor sales since the war. 

Anotner important factor which aggravated the problem was the 
change in drinkin habits since the prewar period. Before the war 
about 60 percent of the whisky sales was straight whisky. With the 
whisky shortage during the war, consumers were forced to change to 
blended whisky. Today only about 30 percent of the whisky sold is 
straight whisky. The balance is blended whisky which cont: Lins about 
one-third straight whisky and about two-thirds neutral spirits. 

The net effect. of all these factors has been to slow down the rate of 
withdrawals of straight whisky from bond to a degree which could not 
be anticipated at the time the whisky was produced. 

If relief isn’t @iven, many of us are going to be faced with the im 
possible problem of paying a tax of $10.50 per gallon on whisky for 
which there is no immediate market. 

I would like to digress for a moment and make one point which 
perhaps should have been made earlier. The passage of this bill 
won't effect the Government’s revenue from the liquor industry. 
Rather than suffer the impossible financial burden of paving the tax 
on forced-out whisky, many distillers will have to avoid these taxes 
by the means provided by law—means, however, which will inevitably 
cause serious financial loss and virtual destruction of inventories. 

Let me give you something of the financial magnitude of this 
problem. Estimates made by this committee a ye ar ago indicate that 


or 
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about 30 million gallons above normal consumption will become 8 
years old during the 12 months beginning in July. This represents 


a tax claim of $300 million over and above the normal excise tax on 
the industry. And the problem becomes even bigger during the 
following years. 
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Who can afford to pay on such a se ‘ale whether he is a large or small 
distiller? Even such a small amount as 3,000 barrels represents a tax 
liability of a million dollars which is certainly many times more than 
the entire ¢: ipital of many small distillers and warehousemen. 

Now I would like to examine the position of 7 opponents of the 
bill. As I pointed out, the oj pposition, whether it is apparent or not, 
comes primarily from Can: adian distillers who juan ite in the domestic 
market and are thus very fortunately situated. 

I think it has been brought out in previous discussion here that 
these companies have been able to take whisky into Canada and store 
t there without limit and up until recently were able to ship it back 
into this country as Canadian whisky. True, regulations have been 
changed in both Canada and the United States, but until a few years 
ago they were able to do that. 

Now. what are the reasons given by the opponents of this bill against 
its passage? They say that it would retroa ‘tively favor a few com 


panies with heavy inventories who have opportunistically or deliber 
ately undertaken unw arrantes | production programs. That statement 
simply isn’t true. IT have already outlined the tax impact on the 
ndustry and the change in the consumer pattern which has slowed 


down straight whisky consumption, Had the tax returned to the 
prewar level and straight wv hisky returned to the prewar 60-percent 
level, we wouldn't be here today. But these facts, coupled with the 
fact that the distilling industry is compelled to anticipate the whisky 
narket 4 {0 8 vears ae of the date of production, and the further 


distilling of beverage liquor was sharply restricted during 
the war, have created the problem. 


Gomme ba k to the statement being mace by the opponents of the 
vill, t leV say that th leo slation would upset the orde rly marketing 
procedures of the industry and would place additional financial bur- 
dens on smal] independent companies. I must confess that I just can’t 
understand how that statement can possibly be made by the opponents 
of the bill. It is obvious that it is the & vear limit which will cause 
financial strain, inventory destruction, and dislocation of the market. 

There is little eround for the claim that the passage of this bill will 
create a battle of the ages among distillers. Much of the whisky in- 
volved, as I pointed out, is transferred whisky, which after 10 or 11 
years will be entitled only to an 8-year-old-age claim. Another sub- 
stantial part of the whisky involved is sold largely only in blends 
where the age of the v hisky fraction is of little lmportance to the 


consumer. In any event, this bill is only an emet gency measure and 
applies only to whisky produced in a partic r period. 

The Saylor bill will permit pies ‘rs to continue to withdraw their 
whiskies 01 ly as the demand requ 5 To say otherwise is to distort 
the facts. 


We seek no competitive advantage im suporting this bill. We are 
fearful, however, that if this bill is not passed we will in the course 
of a few vears, solely because of our own unique bonding laws, see the 

stilling industry in the United States dominated by a few distillers. 
of whom the most important will be Canadian owned. 

(rel itle men, we earnestly hope that you VW il] help the distillers of this 
countrys by passing this bill, 


The CHatrMan. Without objection. the entire text of your state- 
ment will be included in the record at this point. 
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(Mr. Gunson’s prepared statement follows :) 


STATEMENT BY L. J. GUNSON, PRESIDENT, CONTINENTAL DISTILLING CoRP., WITH 
Recarp TO H. R. 1215 (THE SayLor BILL) 


Iam L. J. Gunson, president of Continental Dist ng Corp., and its affiliates, 
Kinsey Distilling Corp. and W. A. Haller Corp., which are subsidiaries of Pub 
licker Industries, Inc., of Philadelphia, Pa 

H. R. 1215 is identical with a bill approved by this committee by overwhelming 
vote in the closing days of the last session, after approval by the Treasury 
Department 

Che bill would extend the bonding period for alcoholic beverages now in ware 
houses from 8 to 12 vears. It is a temporary measure only, and is intended to 
grant relief to the distilling industry from a situation which was created by 
conditions beyond its control. The present need for relief was brought about by 
several things—World War II, Government restrictions in the distilling industry, 
the high tax on liquor, and the change in consumption pattern of straight whisky 
created by the war 

First, the war. We all know that during the war production of liquor was 
sharply restricted and domestic distilling facilities were converted to the produc 
tion of industrial alcohol for synthetic rubber, gunpowder, and other war mate 
rials. Whisky inventories declined sharply, while consumption went up. When 
restrictions were lifted the distillers went back into production to build up theit 
depleted inventories, anticipating the return of the prewar pattern of Consump 
tion. Peak production took place from the end of 1945 through 1947. These 
inventories under the present law will begin to reach an S-year tax maturity in 
1953 and will continue to do so during the next 2 or 3 years 

But the war situation created another condition which hurt the industry—a 
barrel shortage, which lasted until the end of 1947. Most distillers were unable 
to get new barrels to store their whisky, so they had to put whisky into used 
barrels. As new barrels gradually became available the whisky was transferred 
from the used barrels to new barrels But under our Federal regulations the 
transferred whisky can only claim age from the time it went into the new barrels 
In other words, whisky which is becoming 8 years old for tax purposes is only 
> or 6 years old for sale purposes Since American whiskies are not readily 
marketable until they claim an age of 4 years, the normal marketing time on 
such whiskies under the present law is reduced by about half It may seem 
strange that a distiller conld have whisky that for tax liability is 8S vears old 
but for all other purposes is only 4 or 5 years old. Yet under the regulation 
governing this industry such is the case 

It is true, of course, that not all distillers are in the same situation. The com 
panies with great financial resources were able to buy up timber tracts, stave 
mills, and cooperage plants to solve the problem. But most of the industry could 
not I may add that two of the largest interests who were able to meet the 
problem were Canadian-owned companies operating in the United States who are 
now opposing this bill. This acquisition of cooperage facilities, as Tam sure you 
gentlemen are aware, was fully covered in the hearings last summer before one 
of the subcommittees of the House Judiciary Committee 

Another factor which added to the problems of domestic distillers was the tax 
situation Tn 1944 the Federal tax on liquor was increased from $6 to S9 a 












gallon, This increase was enacted as 2 wartime measure only, and was to expire 
6G months after cessation of hostilities. That date would have been July 1, 1947 
Instead, the tax increase was made permanent and, just to add to our difficulties, 
the tax was again increased to $10.50 a gallon in 1951. There is no doubt that 
the tax situation accounts for the falling off of liquor sales since the wat 
Another important factor which aggravated the problem was the change in 
drinking habits since the prewar period. Before the war about 60 percent of 


the whisky sales was straight whisky With the whisky shortage during the 
war, consumers were forced to change to blended whisky. Today only about 
30 percent of the whisky sold is straight whisky. The balance is blended whisky 
which contains about one-third straight whisky and about two-thirds neutral 
spirits 


The net effect of all these factors have been to slow down the rate of with 
drawals of straight whisky from bond to a degree which could not be anticipated 
at the time the whisky was produced. 

If relief isn’t given, many of us are going to be faced with the impossible 
problem of paying a tax of $10.50 per gallon on whisky for which there is no 
immediate market. 
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At this point I want to emphasize that the United States is the only country 
the world which has a bonding law requiring a tax forceout. This is a serious 
handicap to us, since Canadian and Scottish distillers may hold whisky as long 


as they want to, or until they have customers for it, without any fear of a tax 
reeout There are many other advantages that foreign disillers enjoy. in the 
ymesti irket, but there is no need to dwell on these advantages here. It is 
significant, however, that the principal opponents of this bill are Canadian 
companies. As a matter of fact, of the 18 distillers who oppose this bill under 


the name “Distillers Council to Maintain Bonding Standards,” 11 are subsidiaries 
of Canadian companies. Those 11 companies account for approximately 85 


percent of the sales volume of this entire group. 
I would like to digress for a moment and make one point which perhaps 
should have been made earlier. The passage of this bill won’t effect the Gov- 


ernment’s revenue from the liquor industry. Rather than suffer the impossible 
financial burden of paying the tax on forced-out whisky, many distillers will 
have to avoid these taxes hy the means provided by law—means, however, which 
will inevitably cause serious financial loss. 
Let me give you something of the financial magnitude of this problem. Esti- 
mates made by this committee a year ago indicate that about 30,000,000 gallons 
bove normal consumption will become 8 years old during the 12 months begin- 


ning in July This represents a tax claim of $300,000,000 over and above the 
normal excise tax on the industry. And the problem becomes even bigger during 


the following vears. 

Who can afford to pay on such a scale whether he is a large or small distiller? 
Even such a small amount as 3,000 barrels represents a tax liability of a million 
dollars which is certainly many times more than the entire capital of many small 
distillers and warehousemen 

It is undoubtedly in anticipation of this threatened forceout that bulk whisky 
prices have fallen off sharply in recent months. Of course, some interests may 
well expect to benefit by acquiring large quantities of this whisky at far below 
cost 

Now I would like to examine the position of the opponents of the bill. As I 
pointed out, the opposition, whether it is apparent or not, comes primarily from 
Canadian distillers who operate in the domestic market and are thus very 
fortunately situated. One may ask why they are not hurt by the problem. The 
answer is that under our Federal regulations the domestic subsidiaries of these 
companies have been able to ship their reused cooperage whisky to Canada, 
blend it with Canadian whisky and reship it to the United States where it has 
been resold as 100-percent Canadian whisky. It is true that today this can no 
longer be done because both the Canadian and our regulations have been changed. 
But it was done until 2 or 38 vears ago and that was sufficient to eliminate the 
problem for the Canadian-owned companies while domestie distillers without 
Canadian connections had no solution except to transfer whisky into new bar- 
rels and wait for a minimum of 4 years after transfer. 

The figures on exports of American whisky to Canada show what has been 
going on—5,700,000 gallons of American whisky have already been shipped to 
Canadn since 1946 Much of it was produced by domestic subsidiaries of Can- 
adian ¢ anies, and I am certain that substantial quantities were purchased 
by the Canadian companies from other domestic distillers, either because of 
favorable prices or for some other reason. 

Now, what are the reasons given by the opponents of this bill against its pass- 
age’ They say that it would retroactively favor a few companies with heavy 
inventories who have opportunistically or deliberately undertaken unwarranted 
rroduction programs. That statement simply isn’t true. I have already out- 

ned the tax impact on the industry and the change in the consumer pattern 
which has slowed down straight whisky consumption. Had the tax returned to 
the prewar level and had straight whisky returned to the prewar 60 percent 
level, we wouldn't be here today. But these facts, coupled with the fact that 
the distilling industry is compelled to anticipate the whisky market 4 to 8 years 
ahead of the date of production, and the further fact that distilling of beverage 
liquor was sharply restricted during the war, have created the problem. 

Going back to the statements made by the opponents of the bill, they say that 
this legislation would upset the orderly marketing procedures of the industry 
and would place additional financial burdens on small independent companies. 
I must confess that I just can’t understand how that statement can possibly 
be made by the opponents of the bill. It is obvious that it is the 8-year limit 
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which will cause financial strain, inventory destruction and dislocation of tne 
market. 

The opponents also say that if distillers would draw down more heavily ou 
their older stocks, this of itself would solve the problem. This is not so. There 
is no such easy solution available. Much of this older whisky which is used 
mostly for blending will require 4 more years to be used up while distillers are 
being compelled to use their younger whiskies, particularly bourbons, at a much 
faster rate. 

There is little ground for the claim that the passage of this bill will create a 
battle of the ages among distillers. Much of the whisky involved, as I pointed 
out, is transferred whisky, which after 10 or 11 years will be entitled onty 


to an S-year old age claim Another substantial part of the whisky involved 
is sold largely only in blends where the age of the whisky fraction is of little 
importance to the consumer In any event, this bill is only an emergency 


measure and applies only to whisky produced in a particular period. 

The Saylor bill will permit distillers to continue to withdraw their whiskies 
only as the demand requires. To say otherwise is to distort the facts 

We seek no competitive advantage in supporting this bill. We are fearful 
however, that if this bill is not passed we will in the course of a few years, 
solely because of our own unique bonding laws, see the distilling industry in the 
United States dominated by a few distillers, of whom the most important will 
be Canadian owned. 

Gentlemen, we earnestly hope that you will help the distillers of this country 
by passing this bill. 

The CHarman. Mr. Kean will inquire. 

Mr. Kein. Mr. Gunson, your company is a subsidiary of Publicker ? 

Mr. Gunson. Yes, sir 

Mr. Kean. During the war the Publicker Co. was very heavily 
involved in making industrial aleohol, was it not ? 

Mr. Gunson. Yes, sir. 

Mr. Kran. Someone has told me that one of the reasons why your 
company has such a large inventory now is that you had been allotted 
a very large amount of grain toward the end of the war in order to 
do the work that vou were doing for the Government, and then when 
that was no longer needed, that you transferred it over to making 
these whiskies and that was the reason why you have such a large 
inventory at the present time as compared with other people. Is that 
correct ¢ 

Mr. Gunson. No, sir. We may have had a large allocation. <All 
of the grain allocated was not used to make whisky. A great part 
was used to make neutral spirits at that time, which is a blending 
ingredient and salable currently, and it was sold in the market to 
other distillers and rectifiers. Actually, our problem, as I pointed 
out, was not a question of putting away too much. Our sales at the 
time we produced this whisky justified the volume we put away, and 
if the prewar pattern reasserted itself so that 60 percent of the whisky 
sold would have been in straight-whisky form, we would not have 
this problem today. 

Mr. Kean. I did not understand exactly what you mean by that 
60 percent. There has been a change in the buying habits of the 
people ? 

Mr. Gunson. Yes. Prior to the war, Mr. Kean, 60 percent of the 
sales to the consumer were in the form of straight whiskies—all 
whisky. 

Mr. Kean. Prior to the war? 

Mr. Gunson. Prior to the war, yes, sir. During the war with the 
shortage of inventories created by the cessation of distilling, made 


= 


necessary by the distillers producing war alcohol, the distillers prac- 
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tie illy li ade only blended \\ hisky,. \\ hich consisted of one third whisky 
nd two-thirds neutral spirits. The sales then practically became 
100 percent blended whisky. 

Now, in the changeover it has not gone back all the way to the 
OU) percent straight whisky that prevailed prior to the war. Today, 
sales are only about 30 percent in straight form. 

Mr. Kean. What do you mean by neutral spirits 4 

Mir. GuNnson. Alcohol. 

Mr. Kean. Just straight alcohol / 

Mr. Guwson. Yes, sir. 


Mr. Kean. Thank vou. 

The Cuainman. Are there any further questions ‘ 

Mr. Byrnes. Mr. Chairman, I have just one question. 

The Cuvrman. Mr. Byrnes will inquire. . 

Mr. Byrnes. I am rather intrigued with the idea of getting some 
compromise of the conflicting positions of the companies in the indus 
try so that you can get yout! selves out of the scrape which the ventle- 
man from Michigan pointed out does not do the committee, the 
ndustry, or the country any good. What is your reaction to the 
dea of the possibility of giving relief from your immediate problem 
of the forceout ana permitting you to keep it in bond for another 
! years up to the 12-year period, but that we maintain our historic 
den that bourbon, as far as marketing is concerned, be limited for 
advertising as bonded for the 8-year period. 

Mr. Gunson. IT don’t think we would have any objection to that, 
sir. As T point out, I don’t think it will be a real problem in this 
HeasiuTre 

Mr. Byrnes. Do you not think that really would be a happy solu- 
tion, if you could get your boys together to work that out? It seems 
to me that it would remove the principal objection that some of the 
opponents have to the iden ot extending this to a 12-year period sO 
that you get into a market fielt on 10 vear-old bourbons as against 
7-Vvear or S-year or 6-year-old bourbons and it would still give you the 
+ years in which to work yourself out of this tax problem resulting 
from the forceouts. 

Mr. Gunson. I don’t think it would be much of a problem, Mr. Con 
gressman, but I think agreement on anything is what can be wished - 


for. 
Mr. Byrnes. Thank you. 
The Cnuamman, Thank you, Mr. Gunson, for your appearance and 

the information you have given the committee. , 
The committee stands adjourned until 1 o’clock when it will re- 


Cor l 


vene to continue these public hearings. 
(Whereupon, at 12 noon the committee was recessed, to reconvene 
at 1 p.m. the same day.) 


\FTER RECESS 


(The conmittee reconvened at 1 p.m.) 

The CuHarrMan. The committee will come to order. 

Mr. Beam, about how long will you take ? 

Mr. Beam. Just two very short pages, Mr. Chairman. 

The CHatmrMan. That is fine. Will you give your name and the 
capacity in which you appear? 
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STATEMENT OF T. J. BEAM, VICE PRESIDENT, JOSEPH B. BEAM 
DISTILLING CO., CLERMONT, KY. 


Mr. Beam. My name is T. J. Beam. I reside in Louisville, Ky. I 
am vice president of the James B. Beam Distilling Co., of Clermont, 
Ky. I have been in the distilling business all of my life and my family 
has been manufacturing distilled spirits in 1 Kentucky since 1795. 1 
appreciate the opportunity the committee net given me to appear here 
today. 

Our plant is comparatively small. Our capacity is only about 130 
barrels a day. As a representative of one of the smaller distillers. 
| appear in support of H. R. 1215 and I urge its prompt passage. 

While at this time our own situation is not one of real danger, 
that is not true as to many of the small distillers. Even in our own 
case it now appears that we will have approximately 1,000 barrels 
forced out of bond in July of this year necessitating a payment of 
approximately $300,000 to $400,000, 

During the fall of this vear, from July 1 to December 31, we may 
have an outlay of as much as $700,000 for taxes on whisky forced out 
of bond. That is a considerable amount of capital for us to tie up. 
Existing inventories in bond in many instances are such that they 
cannot be lis} vosed of within the & year bonded period, If the tax 1s 
required t os paid long before the whisky can be sold in normal 
course rei si catastrophe faces many who own he whisky and the entire 
industry will be hurt. This may well result in concentration of the in 
dustry in fewer hands. 

Heretofore, whenever the industry found it impossible to dispose of 
its inventory in normal course, within the bonded period at the end 
of which the tax had to be pad, C ongress extended the bonded per iod. 
That should be done now and it should be done before July next year 
when in many instances whisky will be forced out of bond and the 
tax will be due even though the distillers, in those instances, will not 
in normal course have then a customer available. The Government 
has a perfectly solvent debtor who is short of cash and an extension of 
time within whic h to pay certainly is sound business. 

The pending bill is in the nature of temporary relief. It provides 
for a limited extension of rg? bonded period on ly as to inventories in 
existence as of the date of passage. Really there should be no 
limitation on the bonded cota While I understand that technically 
the tax is an excise imposed on the production, it is in practical re ality 
a tax on the whisky consumed. Inasmuch as the Government’s tax is 


always secure, the tax should be payable when the product is with 
drawn for sale no matter how long after its original production such 
withdrawal occurs. That is the rule in all other whisky-producing 


countries so far as I can find. It certainly is the rule in all whisky 
producing countries which ship into the United States. 

There is no reason why the American industry should be compelled 
to operate on a basis which requires tax to be paid before the consumer 
is ready to buy their product while foreign producers with whom we 
have to compete are not required to lay out their tax money until the 
product is sold in normal course of business. 

Thank you, gentlemen, for the opportunity to appear here. 


32409—53 4 








16 EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 

The CHarman. Mr. Beam, about how many distillers would be 
forced to suspend operations if this bill is not passed ? 

Mr. Beam. That is hard to say. 

The Cuarrman. Could you give us an estimate / 

Mr. Beam. When a fellow is ina corner, he m: Ly find a way out. 

The Cuatrman. It affects quite a large number ? 

Mr. Bream. There would be a good deal of small plants that would 
he affected. 

The Cuamman. And the labor element of these plants would be 
affected ? 

Mr. Beam. Yes, sir. 

The CHairman. We thank you for your appearance, and for the 
information you have given us. 

Mr. Beam. Thank you. 

The Carman. The next witness will be Mr. Herman G. Hand- 
maker. 
Will you give your name and addresss, and official capacity ? 


TATEMENT OF HERMAN G. HANDMAKER, LOUISVILLE, KY. 


Mr. HanpmMaker. My name is Herman G. Handmaker. I am an 
ittorney. I arm director and officer of one of the smaller independent 
listilleries. I reside in Louisville, Ky. 

Mr. Chairman, may I express appreciation for this opportunity to 
briefly state the views of a small but vital segment of the distilling 
ndustry, generally referred to as the smaller independent distillers— 
the little fellows? Those folks that I speak for are Anderson County 
Distilling Co.; J. T. S. Brown Sons’ Distillery; Dowling Distilling 
Co.; Glencoe Distilling Co.; Grosseurth Distilling Co.; Old Happy 
Hollow Distillers; Alfred Hart Distilleries, Inc. ; - Hoffman Distilling 
Co.; Parnell Co.; Old Joe Distilling Co.; Old Jordan & T. W. Samuels 
Distilleries. 

Almost all of these, with several exceptions, have their roots in 
Kentucky. 

It was a pleasant experience not too many months ago to have 
issisted the general counsel of the subcommittee of the House Judi- 
ciary Committee in the investigation which embraced in part a check 
of the distilling industry. Iam sure the findings of that committee are 
vailable to you. It is most distressing to learn from figures obtained 

from our Treasury Department the tremendous decrease in the past 
10 years in the number of licensees in the American distilling, blend- 
ng and rectifying industry. 
I have here, gentlemen, several charts. This chart here indicates 
that in 1940—and I am speaking of the small independent distiller- 
es—there were 70 distillers. By 1948 that number was reduced to 64. 
By 1952, that number was reduced to 38 

When we come to the rectifiers, we find almost the same situation. 
In 1940, 184. In 1951, only 91. 

Now, the coopers; there were 14 of them in 1940; today there are 
only 4 of them. 

Che source of this information, gentlemen, is from the Alcohol and 
Tohaceo Tax Unit of the Bureau of Internal Revenue. 

The Cuatmrman. The ratio runs about the same. 
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Mr. Hanpmaker. Yes, sir. I might inject this statement, that I 
know within the last fortnight there have been two other smaller inde 
pendents who have left the ranks of the industry. 

Historically, there has always been a prominent position within the 
industry for the smaller independent distillers. The major distillers 
and the larger so-called independents have voiced the view that, not 
withstanding this “battle of the giants.” e ‘verything possible cose 
be done to help the little fellows survive. For this attitude we are 
grateful. Many of these little owners would much prefer not to con 
sume the time of this committee, and I assure you that every avenu 
of possible relief was exhausted prior to this appeal to you. 

It may be of interest to you to know that those of the smaller inde 
pendent distillers, who today have distressing and pressing financial 
problems facing them, made offerings months ago of their older whis 
kies to their friends in the industry, in the hope that relief might b 
achieved in the normal channels of trade. We come to you, therefore. 
with clean hands. The bulk whisky market today is depressed and 
seriously so. It may well be said there is no true market; hence our 
prob lem of necessity had to be placed before you. 

You will hear much said here of some 200 million gallons of whis 
kies in inventories which are in excess of normal consumption require 
ments. Ihave been in close contact with my friends and associates in 
this industry who are presented here to you as the little fellows, and | 
have determined that among these smaller owners whom I have named, 
they today have a minimum of 30,000 barrels of older whiskies whicl 
are in excess of their projected bottling and marketing requirements. 
These 30,000 barrels only represent the goods on which they nee+! 
relief immediately. To the “giants” in this industry 30,000 barrels are 
a mere pittance. To us it is life or death. The statisticians may dis 
pute charts and figures and calculations of others, but we know what 
problems we have, and it does not take a scientist to add up om 
problem. 

Mr. Foranp. Would you answer one que stion for me? 

Mr. Hanpmaxer. Yes, sir. 

Mr. Foranp. How many gallons are there to the barrel ? 

Mr. Hanpmaxer. Originally vin goods are pet in storage, there 
are 50 gallons. At the time when it is 8 years old through evaporation 
and other losses it might average 32 or 35 gallons. I think I will 
answer your question in a little while, sir. 

Mr. Foranp. Thank you, sir. 

Mr. Hanpmaker. Historically, practically every distiller “large and 
small,” because of the very nature of the aging reais irements of the 
product, has had to rely upon banking and other lending agencies for 
financial assistance in carrying on their respective ee It has 
been said by opponents of the Saylor bill that there is no emerge) cy 
today, that the ay gy sl ‘an absorb the whiskies which, but for the 
Saylor bill, will be forced out of bond within 90 an. when July 
1945 inspections became 8 years of age. That may be true of our 
big, strong brothers, but that is far from true as it relates to the 
little distillers. We are gravely concerned today with our July 1945, 
our fall 1945, and our spring 1! 146 productioi 

May I indulge upon your patience to palate a recent experience 
which, I think, clearly demons trates that an emergency exists—not 
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next year or the yeal aufter—and that we must appeal to you for relief 
how, 

Several of Kentucky's leading banks have special departments 
devoted exclusively to the processing of loans on whiskies. The head 
of one of these de partments quite recently called an official of one 


of the smaller distilleries into his office Ee a thorough analysis of 


his inventories was had. I attended this meeting and can relate to 
you that the bankers cannot wait until the zero hour to know what 
sposition is planned by a little distiller with relation to his out 


of-bond tax requirements. Mr. Banker wants to know now what 
ire the distillers’ plans for tax payment, or sales, or relief. Many 
bank loans are suspended hazardously, awaiting your decision on 
this vital issue. An extension of time for the payment of the tax 
will make our bank loans more secure. 

We do not know whether another serious problem incident to this 
situation has been called to your attention, that is, a distiller under 
our laws may be called mee to pay the tax on goods owned by others. 
Phere are wholesalers, r iiers and retailers in various parts of 
COUNTS who have sehen: some of their funds and who have also 
effected bank loans on warehouse receipts. Now, when these whole 
salers, or rectifiers, or retailers find they have goods approaching the 
s-vear age, they, too, must come up with the $10.50 for each gallon 


1 


{ 


of S-vear-old goods they own. Should these holders be unable to pay 
ihe tax, then under the law as it exists today, the distiller owning the 
premises where such goods are stored under his distiller’s bond, must 
immediately pay the tax on the other fellow’s whisky. 

There may be presented an argument that some of us “speculated” 
and “overproduced,” but that, my friends, is not so. Distillers were 
told by Congress that the tax increase from 86 per gallon to $9 per 
gallon was only for the duration of hostilities. You cannot make 
whisky today and sell it tomorrow. You must plant your crop well 
n advance of the harvest, and any right-thinking, nonspeculative 
businessman was within the realms of sound business planning in 
nticipating the consumption would rise when the tax was reestab- 
lished at S6 per gallon. Congress, however, instead of reducing the 
tax, assessed an additional $1.50 per gallon to the already new high 
of $9, with the resulting decline of consumption of legal whisky at 
a time when an increase in consumption was reasonably anticipated. 

Just recently I received a call from one of the smaller distillers 
advising that he had 600 ee of 1945 whiskies which were about 
to be forced out of bond and that he was being seriously pressed 
financially. He asked whether I could get him any relief by way of 
a stay in the collection of the tax involved. In all, this distiller’s 
problem embraced on the 600 barrels about S220.500 intaxes. That. 
of course, is of no consequence to any of the majors in this industry, 
but to this particular distiller 1 t presented a very serious and 1 eal 
problem. 

I went i the district supervisor of the ATTU of the Treasury es 
presented the problem. Mr. Farrell very courteously said he knev 
of no provision in the law through which these deserving acute 
could be granted. He was kind enough, in my presence, to submit 
the problem in a long-distance telephone call to authorities in the 
office here at Washington, only to learn that there was nothing that 
could be done under the law as it exists today. 





) 
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Earlier I told you that the group of little fellows I speak for today, 
11 in number, is depely concerned over a minimum of 30,000 barrels 
in their own inventories for which they seek immediate relief. The 
tax on this amounts to about $11 million. To grant us the relief 
asked by the legislation before you will not cost the Government one 
penny by way of loss of revenue. What legal whiskies the consum 
Ine pub lic will continue to purchase regulates the amount of revenue 
dollars. 

These little owners I speak for do not have the $11 million we will 
need to pay the tax that is soon falling due. Borrow the money from 
the banks? That is impossible. We are pressed now because of an 
unstabilized, weak bulk market. The relief asked will help to stabilize 
the market. It will assure our lending institutions that we have been 
granted a reasonable period of time to orderly dispose of that portion 
of our inventories. 

From the very day a barrel of whisky is made, under the laws of 
these United States, that goods immediately is placed under the con 
trol and supervision of a Government employee. He alone carries 


the keys to our bonded warehouses. A distiller, by law, is not at any 
time allowed to enter the ae warehouse until the especially pre 
pared lock is opened by the Government storekeeper gager ig S 


stationed at the distillery by the ATTU. 

That is true in small distilleries as well as the larger distilleries. 

The equities that many of our little distillers may have in a given 
gallon of whis ky, due to the de pressed condition of the market, h ive 
been thinned down to approx ximately 75 cents a gallon, and the Gov 
ernment’s interest in that same gallon is $10.50. Less than 10 per 
cent of the value of a tax gallon represents the little distiller’s equity. 

Moving once more to the minimum of 30,000 barrels aforemen 
tioned, should we be called upon by our Government to do the im 
possible and attempt to borrow $11 million, so as to use these bor 
rowings to pay this tax? Even if we could borrow the money, we 
would have to pay the required interest on this sizable borrowing. 
This we cannot do and survive. 

The tax is a consumer’s tax. The distiller, whether he is a large, 
semilarge, or little fellow, is merely acting as the collecting agent. 
Should we, as such agent, be called upon by our Government for 
the payment of the tax, and at a time when it may be several years 
before we are able to recoup it from the consumer? Now, gentle 
men, we smaller distillers have reached a point in the crossroads 
where this toll is intolerable. If we are to live, we must have relief 
from this precarious financial position in which we find ourselves 
today. 

Only a comparatively few Kentucky distillers are opposed to the 
Saylor bill. We have spent many hours trving to reconcile the vary 
ing views in an effort to determine whether the industry could not 
come here unified in its thinking on a measure that would be agree 
able to all and vet orant the relief that many of us need so badly. 
That effort was fruitless. The few Kentuckians—the larger inde 
pendents—who attack the bill are fearful that they might in the 
future, in 3, 4, or 5 years, be required to compete with older age 
claims. 

We are concerned with living today and tomorrow and next month. 
it we get this relief now and sur ive oul present financial problems, 
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we will at least have the opportunity of meeting these problems that 
might arise in the more distant future. 

We have carefully weighed the arguments of the opponents of the 
Saylor bill. We have concluded that today we are forced to com- 
pete with goods produced in other countries which allow age claims 
of 12 and 15 and 30 years, and we reason further that there will al- 
ways be a market in our country for quality merchandise at any 
age. 

I want to inject here, Mr. Chairman and gentlemen, this statement : 
that scotch and bourbon are whiskies, and scotch is in competition 
with whisky ; and, if there was not some advantage that the Canadian 
and the Scotch and the Irish and Spanish distillers are getting by 
claiming age, they would not claim that as they do. It is a distinct 
advantage, and we are in direct competition with the scotch people. 

The little-distillery owners represented here are long established 
in this industry. Some of their distilleries are among the very old- 
est plants in the industry. You will hear from one of the distillers 
that actually built the first distillery that was built in Kentucky since 
repeal, 

We are small business in our American way of life. There can 
be no foundation for any charge that these established owners are 
Johnny-come-lately speculators. 

We respectfully submit that ours is a just cause, worthy of your 
careful and prompt consideration, so that through you we may retain 
and preserve our respective identities in this industry. 

Mr. Chairman, before concluding, I have been requested to hand 
in for this record a small excerpt from the hearings of the Special 
Committee on Investigations of the Department of Justice on the 
Committee on the Judiciary, House of Representatives. With your 
indulgence, I will hand it to the reporter. 

The Cuatrman. Without objection, it may be inserted in the record. 

(The excerpt is as follows :) 


LOUIS MANN TESTIMONY 


I wish to call the committee’s attention to testimony by Louis Mann reported 
in the hearings before the House Committee on the Judiciary Special Subcom- 
mittee to Investigate the Department of Justice. 

Volume 9 of those hearings, starting on page 1047, relates the testimony given 
by Mr. Mann on June 26, 1952. Mr. Mann, as the transcript shows, is president 
and treasurer of the Sherwood Distilling Co., of Westminster, Md., and of the 
ling Co., Green Rock, Pa. 





Both of these distilleries are long-established independents, Sherwood dating 
back to 1868S and Foust to 1840, according to the testimony. Sherwood has a 
capacity of 120 barrels a day and Foust 125, for a total daily production of 
approximately 245 to 250 barrels. In other words, these are small distilleries. 


To conserve time I would like, if I may, to brief that portion of the Mann 
testimony before the subcommittee which I think is particularly pertinent to the 
question you gentlemen are now considering. 

Mr. Mann, under questioning by Mr. Collier, of counsel to the subcommittee, 
told of three separate negotiations by his companies to sell case goods to dis- 
tributors carrying Seagram’s products. In each case, he testified, negotiations 
on the verge of successful completion were aborted by a Seagram rule forbidding 
ts distributors from carrying competitors’ products without specific permission 
from Seagram or the Seagram affiliate involved. In each case, he related, the 
permission was refused. Thus blocked in selling his case goods—in bottles, that 
is—Mr. Mann said he had to sell his whisky in bulk and that much of it was 
bought by Seagram and shipped in bond to Canada. Mr. Mann testified that 
the whisky to which he referred was kept in reused cooperage and that under 
United States law he could not claim age for it. 





| 
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At this point in his testimony, Mr. Chelf asked Mr. Mann several questions 
I quote from pages 1061-1063 of the transcript: 

“Mr. CHELF. I say, notwithstanding the fact that I understood you to say 
awhile ago that you had considerable bulk whisky in reused cooperage, under 
the Federal law you were unable to claim age on it, and that whisky, as I 
understand it, is sold to Seagram or some outside interest—that is, some foreign 
company or corporation—and is taken into Canada or some other country 
That age is allowed on that particular barrel in that group of whiskies, is that 
correct? 

“Mr. MANN. That is correct. 

“Mr. CHELF. That is, if you had it in barrels from 1946 to 1952, it would have 
the age of 6 years in Canada? 

“Mr, MANN. That is right. 

“Mr. CHELF. Now, if that whisky were withdrawn—say if they bought some 
bonded whisky from you within 714 years, and that whisky were shipped to 
Canada, they would not have to pay the withdrawal tax on that, would they 
the bonded tax here in the United States? 

“Mr. MANN. Not here. 

“Mr. CHELF. And unless that whisky came back it would never be paid, would 
it? 

“Mr. MANN. Not to this country. If it came back again, the tax would be 
paid. 

“Mr. CHELF. But it would have to be imported back into the States before the 
tax would be paid? 

“Mr. MANN. That is correct. 

“Mr. CHetr. Do you think that would be sufficient reason why maybe Seagram 
or some of the others were not interested in the prolongation of the 8 to the 
12-year bonded period? 

“Mr. MANN. I would not say that was the reason so much. I would give a 
better reason than that. I would say they were trying to play freezeout and 
get rid of the small distillers for the simple reason that they are not in a 
position to finance themselves at the end of 8 years, so what actually would 
happen at the end of the 8 years, in the event the goods were to be forced out 
of bond by the Government and the taxes had to be paid, the first step the 
Government would take would be to notify the distiller or warehouseman that 
his taxes are due on such-and-such a date 

“Tf those taxes were not paid, the Government would then try to locate the 
owner of the merchandise and if they could not locate the owner they then 
would offer the goods for sale at public auction and get whatever they could 
If there was a deficit, they then would call on the bonding company for that 
particular deficit. 

“That is the position’—still quoting Mr. Mann’s answer to Mr. Chelf 
“the small distillers are in, and I think that if the Government would be grace 
ful enough to enact legislation to prolong the 8-year period to 12 years it would 
help us all out a great deal and the Government in turn would get its money 
As I understand, Seagram is not for the 12-year period and would like to see 
the 8-year period. So, if the 8-year period is in effect and the small man cannot 
pay off, you have a different situation entirely.” 

The CratrmMan. I would like to ask one question for information. 
If this bill is enacted, will it not give a competitive advantage to those 
companies who have overstocked 8 yvear old whiskies over those who 
have not ? 

Mr. Hanpmaker. I might say this. We are little fellows. When 
you say “overstock,” it is not something that a distiller would inten- 
tionally do. AsT recited, you cannot make whisky today, and sell it 
tomorrow. We must plan for the future. It was related here 
earlier—and I do not know whether you gentlemen got the true con- 
cept of it—blended whiskies today, by comparison with straight 
whiskies, have the volume of the business. That was not true prior to 
the war, and it is going to take some little while before the straight 
and bonded whiskies and the public is reeducated to the advantages 
of the straight and bonded whiskies. During the war there were 
blended whiskies that contained as little as 10 percent whisky and 
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= rest was plain alcohol, and we assumed when you gentlemen told 
s after hostilities—and we certainly cannot blame you. We know 
oe vl later developed which brought it about which you could 
not anticipate, and which we could not anticipate. The Korean war 
ituation required an increase in the tax instead of a reduction in the 
wer We know, if there was a reduction in the tax, there would not 
be this prob lem tod: ay. 

As to the competitive advantage, sir, We are in competition today 
vith goods from Canada and from Scotland, and we will be in compe- 
tition We are not worried. We need this relief, and without this 
relief IT can answer a question you put to Mr. Beam. ‘There are small 
distillers that will have to go out of business, because they cannot meet 
this problem. 

The Cnairman. Are there further questions / 

Mr. Byrnes. Mr. Chairman. 

The Cuarman. Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. Mr. Handmaker, vou heard me suggest this morning 
the possibility of compromising the problem which is the conflict in the 
industry itself by permitting the distillers to keep their whiskes in 
bond for 12 years, but limiting the advertising of the period that it 
is held in bond to the present aging period, so we do not get into this 
conflict of who is getting an advantage in being able to advertise 10-, 
11-, or 12-vear-old bonded whisky. 

As I henna from your statement here, these little fellows you 
speak of have one basic problem, namely, being able to find the money 
to pay the taxes on this force-out. 

Mr. HanpMaxer. Yes, sir. 

Mr. Byrnes. So would not such a compromise reach your problem, 
and take care of it perfectly, as far as any of your needs are concerned / 

Mr. HanpMaAker. Congressman eine I would say unquestionably 
ves. I will say to you further, as I said in my little talk prior to your 
appearance here, that we made every effort we knew how to reconcile 
this. What we need is relief. I cannot quote verbatim exactly what 
one of the representatives, and an ab le re prese nti ative ot the opposi- 
tion. said to me, but it has not been 7 (2 hours since | talked to him in 
an appeal to see if we could not come up with some compromise piece 
of legislation, and [suggested a means by which maybe the goods could 


only be « = 8 years old and there would be no advertising beyond 
the 8-year period. He said in response to that, our legal staff has 


determine a that if an item is older than 8 years, you cannot by legisla- 
tion call it 8 years. 

cpa By rNES. I am speaking of the bonded aspect of it. Of course 
you can have whiskies 100 years old, I suppose. But it seems to me 
that w ‘ith ao onal an pub lic the concern is that it is bonded, which 
certifies that it is—— 

Mr. HanpMaker. Believe me, Congressman, it would be a blessing. 
All we want is relief. We do not want any competitive advantages or 
competitive disadvantages. I think there is a lot of confusion here. 
sir, on this question of the Canadian issue. That should be resolved by 
you all at a special nearing for that purpose. But it does exist and it 
exists to th ie point that it makes our situation in the industry more 
intolerable, sir. 

Mr. peat I cannot help but feel that if you have this problem 
arising from the force outs, that is a problem in and of itself that 
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could be settled by itself. I understand there is an age-old conflict 
as to whether you should have any bonding period restriction at all. 
The historical legislation in that field of how long should we allow 
liquor to basses in bond and the aging, and so forth, it seems to me is 
a separate problem. If vou are contronted with this hardship of the 
force out, we might be able to take care of that and not have the oreatl 
controversy that develops from the matter of discussing bonding 
periods. 

Mr. Hanpmaxer. I enjoy your remarks very much, Congress 
man. I again cite to you, all we are interested in is some way, and 
we must look to you folks, for that relief. I think you were the 
gentleman that asked the question earlier as to whether or not whisky 
had any advantages after accruing more age than 8 years. I will say 
to you that the great advantage that it has is on the age claim. Now, 
I saw a bottle produced and bottled within the last 3 months by | 
- the opponents of the measure l am sure Mr. Woelfle was mis 

alken in only one thing he ree ited in relation to it this eoods was 
a over 10 vears ot age. The age statement was on the bottle. It 
was by one of our most reputi able and finest Kentucky distillers, and 
one with an unquestioned excellent reputation, and within the law he 
bottled it, and he claimed age well above the 12 years. He put it out 
at 113 proof, and it was sold in the Kentucky market, and it was 
grabbed up so fast that he just did not have enough to go around to 
his own friends. 

I am saving to you that there is a distinct advantage to having a 
claim of age, sir. I say to you that though perhaps the Canadian and 
the EF uropean % and the Seotch question of age may not pues any imme 


diate relevance, so far as we little fellows are concerned. S gt unt 
in the American industry. it is important to the awe 1 worker 

Mr. Byrnes. What F was trying to find out was whether this age 
aspect, which is used in advertising, does not just mean a consumer 


psychological saattins.. ri cathe than actually producing better whisky 
or better bo soles I was led to be lie ve by some people | discussed this 
with that for all intents and purposes that about as eood a whisky as 
can be produced can be produced in 6 or 7 years maximum, and when 
you get into the 10, 11, and 12, you are more likely to have more 
Impurities in it than you are at the 7 years. 

Mr. Hanpmaker. I have heard that matter debated as a youngster, 
and even during prohibition I had a ao permit for a distillery at 
Lexington, Ky., that was in operation with medicinal liquors, and my 
association with the industry goes back that far. I was the admini 
trator in Kentucky for this gentleman’s estate, and had to have the 
basie | ermit asa distiller, and I have heard that debated. 

I will sav the answer lies in the individual’s views and many of the 
Kentucky colonels have argued long into the night without. that ques 
tion being resolved. Much depends on the formula of the whisiy. 
If the whisky is made and put into the barrel with the intention that 
it might be extended, if it is a sour mash, I think the sour mash with 
age does unquestionably take on added quality. 

The CuarrMan. Any further questions / 

If not, we thank you, sir, for your presentation here and the infor 
mation vou have given the committee. 

Mr. HanpmMaker. Thank you, sir. 
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The Cuairman. The next witness is Mr. Thompson Willett, presi- 
dent of the Willett Distilling Co., of Bardstown, Ky. 

Will you give your name and address, and the capacity in which 
you appear / 


STATEMENT OF THOMPSON WILLETT, PRESIDENT, WILLETT 
DISTILLING CO., BARDSTOWN, KY. 


Mr. Wiutertr. Mr. Chairman, I am Thompson Willett, president of 
the Willett Distilling Co., at Bardstown, Ky. This is a family-owned 
business, owned and operated by my family, and the immediate Willett 
family of Bardstown, Ky., which is my hometown, and which has 
been that of my family for the several generations we have been in the 
distilling business. 

I myself have been a distiller since 1933, the year of repeal. 

We are for H. R. 1215, the Saylor bill, because it is a step in the 
right direction toward the elimination of the bonded period, which is 
that length of time, now 8 years, which the Government allows a given 
package of whisky to remain in a supervised or “bonded” warehouse, 
before requiring the payment of the tax on it. 

Our objections to any bonded period are, in brief, these : 

First. it is of no genuine or true service to the Government, because 
(a) it is not under modern conditions a protection to the revenue. 
(4) It does not increase the overall return from the excise tax on 
distilled spirits, which is in actuality a tax on the amount consumed. 

I may interpose here to say that all of the research that we have 
made on this question bears out the point that this is the traditional 
congressional intention. 

Second, it does not benefit the public. 

Third, it presents an unnecessary business problem or hazard to 
the whisky distiller-warehouseman In particular, and to the distilling 
industry in general. 

The third point is the one which principally concerns us here, al- 
though we assure vou that the first two are not capriciously presented 
by us, and that we stand ready to defend them to the extent of our 
ability. These seem to us almost self-evident, however, and we pro- 
ceed, with your permission, to our principal thesis. 

It seems to us this question is a simple one of whether it is right or 
wrong for our Government effectively to liquidate or purge, I used 
the word advisedly and with due respect to those persons living and 
dead with whom we associate the words liquidate and purge, those 
distillers or warehousemen, or owners, of whisky who for any reason 
have been unable to taxpay it during the 8-year period. Actually, the 
8-year bonded period is a fiction, or a misnomer, if you understand by 
: that an owner of whisky has that much time in which to dispose of 

, for from 4 to 7 years are ordinarily required to mature straight 
aid whisky, giving the merchandiser only from 1 to 4 years in 
which to sell it. Because of this long maturing period, during which 
no man can foretell what manner of war, famine, or pestilence may 
befall us, to say nothing of economic boom or bust, or what the rate 
of the excise tax will be, neither any individual company, nor the 
industry as a whole, can be certain how much whisky should be made 
without danger of forceouts. This is the crux of the matter, and we 
submit that we should not be required to pay the excise tax on whisky 
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that for any reason cannot be in the normal course of business ab- 
sorbed by the market. The bonded period is arbitrarily punitive, in 
our opinion, and does not properly belong as an instrument of policy 
in our Government. 

Ine dentally, I am a member of a large family. I am the eldest 
of 7 sons and 2 daughters. We think we have some intelligent ones in 
the family, one of them a professor of economics of Chicago. He says 
he is not infallible on these matters or that his position does not make 
him infallible on these matters, but he feels that any business that 
cannot pass its costs on to the public or on to its consumers—one of 
the important costs of whisky is the tax imposed upon it—is in danger 
of going out of business. That is very important, I think, in consider- 
ing the bond period the fact that this whisky cannot be absorbed in 
the normal course of business by the consumer. It has to be forced at 
any price, either into the hands of other distillers, other merchan- 
disers, or the public. 

Then, too, speaking of brothers, I have another brother who is a 
lawyer in this vicinity, and he tells me that he has not made a great 
study of the matter, and “I approach the Constitution with respect 
and love,” the fourth amendment, he refers to, as the right of the 
people to be secure in their persons, houses, papers, and effects against 
unreasonable searches and seizures. We think the forceout of whisky 
is effectively an unreasonable seizure of our effects, our goods in trade. 

Free enterprise and liberty, we believe, are at stake in this instance, 
and we invite your consideration to the moral aspect of it, that it is 
effectively a liquidation of the livelihood which is the very next thing 
to our life. In other countries they purge people of their lives, and 
we do not want to be in the position in this country of being purged. 

The Cuarrman. The witness’ time has expired. 

Mr. Wituerr. IT thank you for your time, Mr. Chairman. Ordi- 
narily we let Mr. Chelf represent us. He is a great man and a great 
American, but he is sick now. I do not occupy his position in this 
instance, but he asked me when I talked to him about it, to make his 
appearance. 

The CnarrmMan. We are sorry he is ill. 

Mr. Simpson would like to inquire. 

Mr. Simpson. I have one question. Can you, speaking from knowl- 
edge, tell us exactly what the effect, in your opinion, will be on small 
distilleries in your part of the country if this bill is not passed ¢ 

Mr. Witierr. I think in the main most of us are not up against the 
problem of forceouts at this time—in the main. I do not know the 
individual situation of every distillery. I would have to analyze it. 

Mr. Simpson. Will you be in that position in several years! 

Mr. Wiu.err. We anticipate that our problem would not be for at 
least 4 years. 

Mr. Simpson. It will come eventually, as you look ahead ? 

Mr. Wituerr. Yes, sir. 

Mr. Simpson. On that point, do you believe the legislation should be 
passed now, rather than waiting + years ? 

Mr. Witterr. Yes, sir. 

Mr. Simpson. So that the man who is now in trouble will have relief 
now. 

Mr. Witterr. That is correct. 
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Mr. Simpson. In other words, you are not interested in forcing your 
competitors out of business. 

Mr. Witvterr. That is correct, sir. 

The Cuairman. Are there further questions # 

Mr. Saptak. Yes, Mr. Chairman. 

Phe Ciamrman. Mr. Sadlak will inquire. 

Mr. Saptax. I have one question. { want to understand you com- 
pletely, Mr. Willett. As I heard you testify, it seems to me that you 
are completely and unalterably opposed to any bonding period; is that 
correct ¢ 

Mr. Witierr. Yes, sir; J am. I am for the Saylor bill in view of 
the fact that it is a step in the right direction. It is a compromise. I 
am trom the State of oreatl compromisers, you know- -Henry Clay— 
and rather than accept nothing, rather than accept the status quo, I 
um for the Saylor bill. But I think we should have eventually—and 
I think in Inv time we W ll see it—the elimination of the bonding 
period 

Mr. Saptak. Do all of the smaller distilleries have the same feeling 
of opinion ¢ 

Mr. Wiuierr. I am inclined to think that most of the distillers in 
my area are for the elimination of the bonding period. I do not speak 
for them, but that is my feeling of the sentiment there. 

Mr. Saptak. That is all. 

The Cuamman. We thank you for your appearance and informa-' 
tion you have given to the committee. 

I wish to make a statement here. The committee has received a 
statement dated March 80, 1953, from the Distillery, Rectifying, and 
Wine Workers’ International Union of America, signed by Mr. Joseph 
O'Neill, general president. In lieu of his testifying in person, the 
material submitted by Mr. O'Neill, without objection of the com- 
mittee, will be inserted in the record. 

Do I hear any objection? There is none, so it is so ordered. 

(The statement is as follows:) 

DISTILLERY, RECTIFYING AND WINE WORKERS’ 
INTERNATIONAL UNION OF AMERICA, 
Chicago, Ill., March 380, 1953 
In re Saylor bill, H. R. 1215 
WAYS AND MEANS COMMI?TT! 
House of Representatives, Washington, D. C. 
(Attention of committee chairman.) 


HONORABLE Sirs: Distillery, Rectifving, and, Wine Workers’ International 


Union, A. F. of L., herewith requests the privilege of making this statement 
relat to th ib bill 

TI international union, through its local affiliates, represents production 
and bottling employees of the majority of distillers and rectifying plants 
throughout the United States and Canada. In addition thereto, it represents 
wholesale liquor salesme! etail clerks, and warehousemen, who are engaged in 


the distribution of distilled spirits products. Therefore, this international union 
has a vital stake i the stability and economic well-being of the industry. 

We have considered the bill with particular regard for its impact, if enacted 
into law, upon our membership, with due regard for the economic well-being of 
the industry \t the same time, we have concern for the welfare of the public, 
particular the important field of liquor control. 

We have studied the matter both in our conventions and through our legisla- 
tive committee, and we were particularly impressed with the financial crisis 
which it is alleged would result if the industry were compelled to make payments 
of excise taxes on their overloaded inventories forced out beyond market absorp 
tion. Our study discloses that in 5 or 6 years a critical picture would be reached 
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in terms of withdrawals and tax payments. However, we have noted that a 
number of distillers do not seem to share this feeling of crisis and have 
apparently made other adjustments to this problem. If genuine financial hard- 
ship can be established, it would appear that no one should oppose measures 
leading to an amelioration of the problem 

The controversial aspects ol the bill appear to be found in the provisions re la 
tive to the extension of the bond period The prospects of a 10-year-old or 12 
vear-old whisky entering the market as a major competitive item has particu 


arly caused great concern among the distilling industry as a whole. As a union, 
we do not believe that we should enter into this controversy, believing it to be 


a matter of competitive marketing rather than a matter of labor-management 
relations. We believe it is unfortunate that the problem of financial crisis and 
extension of bonding period should be embodied in the same bill, as we feel that 
it results in a confusion of objectives 

The committee should investigate carefully the objectives to be reached in this 
bill. Patently, if producers in large numbers are unable to meet the tax burden 
incident to the compulsive withdrawal of whisky from bond, most conceivably 


i chaotic market could result This would unstabilize the market for years, 
seriously affecting the employment of hundreds of thousands of workers gaining 
their livelihood directly or indirectly from the distilled spirits industry It is 


most important that in this critical industry, stabilization of economic conditions 
be assured, as the best means of promoting temperance, assuring security of 
employment and effectuating the 21st amendment 

Precisely because the industry itself seems to be divided over its support of 
the bill, this union cannot take the position of either opposing or supporting the 
measure other than expressing concern with a financial crisis which could rock 


the industi We endeavored to bring the industry together in an effort to reach 
a compromise which all elements could wholeheartedly support We regret to 


suy that we were not successful in this effort, but we have indicated to the 
ndustry that we would be happy to support such a compromise 

Other than expressing concern with the financial problem, Distillery, Rectify 
ing, and Wine Workers’ International Union, affiliated with the American Federa 
tion of Labor, expresses its neutrality 

Respectfully submitted. 

JOSEPH O'NEILL, 
General President 


The CHarrman. At this morning’s session in the examination of one 
of the witnesses, reference was made to the report of the Department 
of the Treasury dated March 3, 1953, on this subject. It has been 
suggested that such report be included in its entirety in the record. 
If there is no objection, I would like to do SO. There is ho objection, 
and it is so ordered. 

(The reports follows :) 


THe UNDER SECRETARY OF THE TREASURY, 
Washington, Mareh 31, 19538 
Hon. DANTE A. REED, 
Chairman, Committee on Wauns and Means, 
House of Re prese ntatives, Washington, D.C 

My Drar Mr. CHatRMAN: Further reference is made to the request ot your 
committee for the views and recommendations of this Department on H. R. 1215, 
to amend section 2879 (b) of the Internal Revenue Code 

The bill would extend from 8 years to 12 years the period of storage in bond 
for distilled spirits which are in an internal-revenue bonded warehouse on the 
date the amendment takes effect. The 8-year bonding period has, with certain 
exceptions attributable to the prohibition era, been in effect since the effective 
date of the act of August 27, 1894 (28 Stat. 500). The proposed increase in the 
period to 12 vears would be conditioned upon an extension of the liability of the 
principal and the surety on the warehousing bond. The bill expressly provides 
that the extension of the bonding period shall not apply to distilled spirits which 
gre entered into an internal-revenue bonded warehouse subsequent to its effective 
date. 

The bill is designed to alleviate a problem which arises out of an unusually 
large accumulation of distilled spirits in bonded storage during the last 8 years. 
As table 1 indicates, postwar production has, with the exception of the current 
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fiscal year, greatly exceeded withdrawals from bond plus losses during storage 
The result was an increase of stocks of Whisky in bond from 307.6 million tax 
gallons on June 30, 1945 to 767.6 million tax gallons at the close of the fiscal 
year 1952. While there has been some subsequent decline, the stocks on hand 


on December 31, 1952, were still 735.2 million tax gallons. 
TABLE 1 Production, tar-paid withdrawals, total disappearances, and year-end 


stocks of whisky. fiscal years 198642 


lax gallons 








oe Tax-paid with- Total disap- Year-end 
ta tr drawals pearances stocks 
1936 223, 659, 539 67, 299, 16€ 75, 808, 266 300, 658, 508 
1403 223, 457, 850 72, 616, 195 7&8. 830. 695 445, 285, 663 
1938 102, 895, 872 68, 611, 650 77, 021, 996 471, 159, 539 
1939 93, 003, 917 72, 059, 023 85, 263, 838 478, 899, 618 
1940 a8, 993, 308 81. 267. 368 06, 955, 312 480, 937, 609 
1941 121, 851, 983 80, 541, 974 9&8, 708, 901 504, O80, 691 
1942 120, 257, 424 84, 709, 171 107, 419, 228 516, 918, 887 
1943 19, 529, 698 87, 913, 792 111, 623, 619 424, 824, 966 
1944 0 58, 832, 992 76, 178, 585 348, 646, 381 
1945 $1, 562, 30 63, 891, 224 82, 621, 139 307, 587, 545 
1946 47. 464, 5leé 63, 226. 912 80, 930, 006 374, 072, 055 
194 167, 994, SO5 58, 822, 676 77, 241, 555 464, 825, 305 
1948 29. 597, O87 3, 603, 200 72. 161. 616 | JAR 
1949 149, 595, 239 2. 674, 954 68, 930, 134 5, 861 
1950 118, 760, 487 60, 499, 332 78, 406, 837 , 511 
1951 205, 702, 460 76, 442, 149 97, 748, 793 3, 178 
1952 103. 543. 953 64, 907, 563 87, 219, 154 , 977 
Tax-paid and tax-fr \ idrawals and | 
urce: A R ( i I Re 1¢, Fiscal Year Ended June 30, 1952 


The large production of whisky during this period was due in part to the desire 
of distillers to replenish stocks depleted during World War II and in part to the 
impetus to production provided by the outbreak of the conflict in Korea. 

The distribution of the wLisky in bonded warehouses on December 31, 1952, 
according to years of production, is as follows: 


Calendar year Tax gal 8 Calendar year Con Tar gallons 
1911-21 9, 891 1949 119, 966, 351 
1945 13, 227, 965 | 1950 173. 817. 808 
1946 31, O81, 187 1951 156, 129, 889 
1947- 19, 949, 410 1952 68, 651, 234 
1948 122, 338, 674 


limit on the bonding period and by the end of 1954 an additional $1.1 million 
tax gallons would have to be withdrawn under existing law. 

The significance of these figures is revealed by the record of average annual 
disappearances of whisky from bond (tax-paid and tax-free withdrawals and 
losses) by age periods during the fiscal years 1948, 1949, and 1950 shown below : 


During the calendar year 1953, 13.2 million tax gallons will reach the S-vear 


Age: far gallons Age: Tax gallons 
7-S years 10, 754, 980 3-4 years 22, 194, 86: 
6-7 years 14.510. 120 2-8 years 5, 372, 157 
1-6 years 13, 827, S38 1-2 years 1, 298, 842 
15 years 4, 307. G56 


This experience may be regarded as normal for the industry so long as the 
proportion of sales which consists of blended whisky does not change materially. 
Since the average annual disappearances of whisky 7-8 years old during this 


period were in excess of 10 million tax gallons, it would appear that if the stocks. 


were iairly well distributed among members of the industry, the 13 million tax 


gallons which will reach the limit of the bonding period during 1958 could be- 


marketed without undue difliculty. There also appears to be a good possibility 
that if the stocks were well distributed, the additional 31 million tax gallons 
which will have to be withdrawn from bond by the end of 1954 could be marketed 
without undue disturbance provided that the normal procedure of withdrawal of 
6 to 7 year old whisky has been followed in 1958. However, the situation in these 
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years is complicated by the concentration of the relatively aged whisky in tne 
hands of a few producers, 

The problem of excess stocks of aged whisky will become more acute and more 
general after 1954. It is estimated that during 1955 the excess of whisky which 
will have to be wifhdrawn under the S-vear rule over the normal withdrawals 
will be approximately 36 million tax-gallons, and that in 1956 the excess will be 
approximately S81 million tax-gallons. Variable but even larger quantities may 
reach the limit of the bonding period in the years 1957 through 1960 

These estimates are based on the practices of the industry in the period 1948 
through 1950 and would be altered materially by changes in industry practices 
For instance, the excess stocks would be reduced if over the years the industry 
were able to alter the puttern of its sales so as to increase the relative proportion 
consisting of straight whisky 

An extension of the bonding period would have pronounced effects on the com 
petitive relationships within the industry. Some companies have inventories of 
aged whisky which are excessive compared to their ordinary annual sales. Other 
companies are not in this position. 

The probable actions of Companies with excessive inventories in the absence of 
an extension of the bonding period cannot be foretold with assurance. The 
whisky may he forced out of bond, the tax paid, and the whisky disposed of over 
a period of years. Representatives of some companies have asserted that such 
gradual marketing of the excess is impractical because of the difficulty of 
financing so large an increase in tax-paid inventories Alternatively, the excess 
stocks could be sold immediately for such prices as may be secured in domestic 
consumption or in sales to other producers, <A third alternative would be to 
redistill whisky into neutral spirits which could be used in blended whisky in 
place of spirits which would otherwise have been produced for this purpose. No 
tax would result from such action until the redistilled spirits were withdrawn 
for consumption or had been warehoused for 8 years. The redistillation of 
whisky into neutral spirits involves the loss of the investment in the aging process. 
A fourth alternative is the redistillation of the whisky and sales as industrial 
alcohol, but this procedure would be unlikely because of the present highly com- 
petitive situation in the industrial alcohol market. A final possibility which has 
been mentioned by some representatives of the industry is the sale of whisky prior 
to the force-out date to Canadian or other foreign producers who might hold it 
for some time and then reimport it into the United States. Such reimportation, 
of course, would involve payment of customs duty. 

Although, as has been indicated, there are certain procedures which the mem 
bers of the industry may undertake to alleviate the problem of excessive inven- 
tories, even if the present bonding period is not changed, these procedures have 
certain disadvantages and it is not certain that they would provide a complete 
and satisfactory solution to the problem. While the bill also may not provide a 
complete solution, it will give certain individual members of the industry an op 
portunity to arrange for disposition of older whisky stocks in a more orderly 
manner during the next few years. 

The failure to extend the bonding period could force out whisky and lead to 
greater consumption as a result of distress sales or more intensive sales nro- 
motion. The immediate effect would be an increase in excise tax receipts. How- 
ever, the reaction on the corporate income tax would be unfavorable. On bal 
ance, it does not appear that there would be a significant change in total tax 
collections as a result of the enactment of H. R. 1215. In this respect, the 
Treasury Department has no objection to the passage of the bill. 

There is substantial opposition to the bill among members of the industry 
It has been pointed out that the proposed change in the bonding period would 
introduce a new class of product into the market, whisky aged more than 8 
years, with material consequences upon the competitive position of different 
members of the industry depending upon the age distribution of their current 
inventories. On the other hand, a failure to extend the bonding period could 
force those with excessive inventories to attempt to sell stocks for which there 
was not a reasonably firm market. This could react to the disadvantage of all 
members of the industry irrespective of their inventory position. 

It is apparent that, regardless of the action on H. R. 1215, the competitive situ 
ation in the industry will be influenced over the next several years by the large 
inventories which have been accumulated. The differences of opinion within the 
industry concerning this legislation indicate that there is no simple solution to 
the inventory problem. The Treasury Department has been unable to ascertain 
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any clear balance of advantage on either side of the controversy within the in 
dustry and hence takes no position on the general merits of H. R. 1215 

The Director, Bureau of the Budget, has advised the Treasury Department 
that there is no objection to the presentation of this report 

sincerely yours, 
M. B. Fousom, 
Under SNeerctary of the Treasury. 

The Cuairman. The next witness is Mr. Sidney B. Flashman, 
pres dent of the Sidney B. I: lashman Co.. of Boston. 

Mr. Flashman, if you will vive your nhame and the capacity in 


aa ! 11] ; F } : 
Which you appear, we W i pe very olad to heat Vou. 


STATEMENT OF SIDNEY B. FLASHMAN, PRESIDENT, SIDNEY B 
FLASHMAN CO., BOSTON, MASS. 


Mr. Fuasuman. Yes, sir. I am Sidney B. Flashman, a resident 
of Boston, Mass., and I have been actively engaged in the lquor 
industry in various capacities since the repeal of prohibition. 

At the present time I am the president and principal stockholder 
of Double Springs Distiller Ine., of Bardstown, Ky., which cor 
stilling, warehousing, and bottling of 


poration is rs iacian in the d 
distilled s spl its. 

I am the pres dent and general manager of the Sidney B. Flashman 
Co., Inc.. of Boston, Mass., which corporation 1s actively engaged 

okers and deale I's of warehouse receipts, in addition to being the 
exclusive sales representatives of the Double Springs Distillers, Ine. 

I am also the sole proprietor of the Bonded Liquor Co., of Boston, 
Mass., which company was formerly a wholesale liquor dealer of case 
eoods and IS presently dealing only mn warehouse receipts for bulk 
whi kies. 

An ong my prese hit holdings of whiskies are approximately 1,000 
barrels of whisky which were distilled in 1945, which whiskies, as 
well ; as my other holdings. are held by banks as security for bank 
loans based on their present market values. 

I brin fF oul this point mere ly to show that ny interest in the passage 

the House bill H. R. 1215, in its present form, or with any amend- 
ments, is not to seek any special advantage over my competitors or 
others in the industry, but rather to seek an immediate relief for all 
members of the industry who are in a similar position to my own 
from the extreme hardship which the present 8-year bond period 
limit is bearing upon us, and to prevent any financial disaster falling 
upon us, as well as upon the banks who also share the problems under 
the present law. 

I should like to review with you some of the facts and conditions 
that exist today in the liquor industry, to point out why this bill has 
been proposed and why its passage is of such Importance. 

The liquor industry is the only industry that for all practical 
purposes is complete lv controlled by Federal and State Government 
rules and regulations, and is at all times under the supervision of the 
Aleohol : nd Tobaceo Tax Division of the Treasury. Rules, regula- 
tions, and laws governing the liquor industry are so exacting that 
each and every operation of the industry is spelled out as to how, 
why, when, and what, or what not to do. 
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The guardianship of this industry is further complicated by the 
three, possib ly more, different sets of laws: 

(a) ‘Treasury Department Regulations. 

(4) Federal Aleohol Administration Act. 

(c) Laws enacted by the Congress of the United States. 

The Alcohol and Tobacco Tax Division of the Treasury Depart 
ment supervises the operations of all of these laws and it seems that 
they, in conjunction with the Treasury Department, have the power 
to change by altering, adding, or omitting certain rules as conditions 
warrant such changes to be made. 

Many problems have arisen from time to time with regard to exist 
ing rules and regulations and, after these problems have been taken 
up with their proper department heads and hearings held, the neces 
sary changes have been made. 

The law relating to the periods during which whisky may be held 
in bond, coming under the Internal Revenue Code, and requiring 
congressional authority to make changes, is no different from any 
other law, rule, or regulation insofar as it m: iy become necessary under 
certain conditions to make a change of poli cy. 

The reason I am bringing out these points is to show that where 
there is a certain amount of flexibility to the rules and regulations 
of the Treasury Department, as conditions warrant it, there does not 
exist the necessary flexibility to the Internal Revenue Code relating 
to the bonding period of whisky, which flexibility should and must 
be there, as that particular law is only fair providing that stocks of 
whisky inventories and world conditions remain the same at all times. 

Therefore, | say that the bill H, R. 1215, as it stands or with amend 
ments, should be passed to make the law equal for all and, under varied 
conditions, without the necessity of an act of Congress each time. 

In the event that this bill should be passed as it now stands, spirits 
which are withdrawn from bond after 8 years will have the right to 
claim total age for the time that the spirits were held in bond. 

Due to the objections to this bill by its opponents, it is my belief 
that H. R. 1215 should be amended in such manner as to allow for 
the following: 

That distilled spirits now on hand, as well as any distilled in 
the future, be allowed to be kept in bond without tax payment for 4 
additional years beyond the present 8-year period, | provided that the 
whisky when bottled will not use an age statement of over 7 or 8 years. 

That whisky be allowed to remain in bond without tax payment 
for more than 12 years, provided that a request is made prior to the 
expiratton of the 12-year period, and each year after the 12-year 
period, for the extension of 1 additional year, provided that the re 
quest shows that it is made me hardship conditions, and provided 
further that when the whisky is bottled it will not have an age state- 
ment of over 7 or 8 years. 

That whisky withdrawn from a bonded warehouse and tax paid 
at the expiration of the &- vear pe ‘riod be allowed to use an age state 
ment of 8 years whe n the whisky is bottled. 

The purpose of the 7- to 8-year age limit, as a stated, 
to prevent the possibility of anyone leaving whisky ina bonded ware 
house for 8 years or more without tax payment, for ‘the sole purpose 


32409—53——-5 
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of building up a continuity of whisky to perpetuate an over 8-year-old 
package. ; : 
3y amending this bill in this manner, the period during which 
whisky may be kept on bond will allow for the adjustment of inven- 
tories due to unforeseen periods of overproduction, business declines, 
grain shortages, war, or any other eventuality which requires the 
spreading out of inventories, without bringing about a chaotic finan- 
cial condition. 

At the time that the law was changed to allow the whiskies to 
remain in bond for a period of 8 years, it undoubtedly was believed 
that this would be sufficient time for the distillers and bottlers in 
business at that time. 

Since the tax payment of whisky is made as goods are withdrawn 
from bond for sale, it does not atfect the Treasury if the whisky is 
4 years, 6 years, or even 8 years old, as long as the Treasury gets the 
tax money when the whisky is consumed. Therefore, I feel that it 
never was the Government’s intention that the owners of bulk whisky 
should be forced to pay taxes on whisky for which they had no 
immediate sale. 

Undoubtedly the time limit fixed by the Government is primarily 
for the purpose of record keeping, since a complete record is kept by 
the Government of every barrel from the day the whisky is placed 
in the barrel until the whisky is practically consumed. 

To help simplify the record keeping, I suggest that at the time a 
request is made and approved, permitting certain whiskies to remain 
in bond over the 8-year period, that the original records be completed 
and a new form be made out, indicating the extension of the bonding 
period, and that record kept for the future years that the whisky 
remains in bond. 

It is my opinion that the members of this industry, especially the 
smaller companies, are faced with a serious problem, and that if they 
are not given this necessary relief, this industry, which accounts for 
such tremendous income for the United States Treasury, will be over- 
come by the burden of tax payments. 

This will only result in whiskies being sold at distressed prices, 
causing an unsound financial situation among distillers, wholesalers, 
and retailers, throughout the country. 

The industry has had this condition forced upon it because of war 
conditions, first World War I, World War I], and then Korea. 

The whiskies now on hand that were made in 1945 and 1946 are 
whiskies made under wartime restrictions, low-grade grains, scarcity 
of barrels, shortage of manpower. ; 

Most of the best whiskies of this period have been bottled off and 
therefore what remains of the whiskies that will be 8 vears old this 
year are mostly ryes, straight whiskies, or corn. They are not accept- 
able for straight bottling and must be blended with other good, 
younger whiskies. 

If these goods are forced out of bond and are bottled straight, they 
will have to be sold at extreme cut prices, having a tendency to force 
lower and unprofitable prices on all ages of whiskies. 

If it was not for the type of quality of the 1945 and 1946 whiskies, 
they would have been bottled up during 1949, 1950. and 1951. as there 
was a shortage of 4-year-old whiskies for straight bottling during 
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those years, and it was necessary to use 2-year- to 40-month-old whis- 
kies in their place. Also less whisky was “yogy as straight whisky, 
because of the quality, and this resulted in a longer carryover than 
was expected. 

During 1947, 1948, and 1949, production was maintained on a rea- 
sonable basis in accordance with conditions at og time. Sales of 
case goods were high, most whiskies were used in blends eid it was 
expected that as soon as the 1945 and 1946 whisker became avail- 
able, that is, 4 years old, there would be more straight bourbon 
whisky sold. 

Production in the spring of 1950 was curtailed and most distilleries 
were getting ready to or had closed down in July. When the Korean 
war broke out, production stepped up because we did not know when 
we would be closed down for beverage production and would have to 
start producing for the Government. 

Yes, just as the Armed Forces, defense, war production, over- 
produced because of no all-out war, so did the distillers. Yes, Russia’s 
E-bomb (economic bomb), throwing us off balance, is more to blame 
than any other cause of overproduction. 

As long as we still have fears of war, we need new legislation to 
take care of our upset economy, lest the E-bomb actually put us out 
of business. 

I have tried to bring my reasons and facts to you in a simple and 
straightforward manner. I hope you will realize the necessity of 
giving this bill prompt action. Every day the bankers are waiting for 
holders of 1945 whiskies to remove them from their loans before the 
banks are forced to liquidate these loans in self-preservation from be- 
ing forced into the liquor business. 

At this time ! should like to bring to this committee’s attention 
the condition that existed during 1947. During this period, because 
of the unrestricted production of whisky, starting in December 1946, 
prices of all types of rums, bourbon, liqueurs, spirit whiskies, Scotch- 
type whiskies, and other secondary brands of blended whiskies con- 
taining potato spirits, et cetera, dropped in price and were from 25 
to 50 percent of the Federal excise tax on these goods. Distillers, recti- 
fiers, wholesalers, retailers, all reduced their prices, taking tremendous 
losses, and many concerns went into bankruptcy because of this un- 
loading. 

The Crarrman. The witness’ time has expired. If you wish to 
insert the rest of your statement for the record, without objection, 
it will be received. 

Mr. Friasnman. I have filed a copy. 

(The balance of the witness’ prepared statement is as follows:) 

Surprisingly enough, thousands and thousands of cases of this type of merchan- 
dise were rebottled for export and shipped to Cuba, Virgin Islands, Mexico, ete., 
for less than the cost of the freight. Why? Because by repacking this distressed 
merchandise and shipping it to a dealer in a foreign port, the exporter could get 
a drawback on the Federal taxes; therefore, the United States Government, in 
stead of making available to the bottler a refund of the Federal tax, if he would 
destroy the product, or possibly redistill it for industrial use, caused the bottler 
to have additional expenses to rebottle the spirits and ship for export, before 
allowing the drawback of the taxes. 

Are we to permit this type of foolishness to continue? Shall it be necessary 
for a warehouseman or distiller to ship his whisky in bond to Canada, Virgin 
Islands, or Mexico, where it can stay in custom bond as long as desired and then, 
as needed, bring it back in custom bond to the United States to be bottled in this 
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country and claim the additional age? This can happen now. Why put this 
extra burden on our industry? Give us immediate relief by allowing whiskies 
to remain in bond in this country until needed. 

At the present time whiskies that are bottled in bond are required to have 
a bottled in bond Government stamp across the neck of the bottle. This stamp 
is imprinted with the name of the distiller, the year that the whisky was dis- 
tilled, and the year bottled. To comply with my proposed amendment, wherein 
whiskies would remain in bond longer than 8 years—the additional age not to 
be shown—I suggest that on all bottled in bond whiskies, that instead of the 
printing of the year that the whisky was distilled and bottled that the actual 
age of the whisky be stated, except for whiskies for which special permission has 
been granted, permitting such whiskies to remain in bond for a longer period. 
In that event, the maximum age stated shall be 7 years old 

It is my contention that under the present law whiskies should never have 


been marketed with over 7-vear age statements 's In order to properly 
merchandise a product at a certain age, it is necessary to have a continuity of 
such age * . Since whiskies are taxpaid or bottled as needed for sale, it is 
not conceivable that anyone would want to establish a product that has to be 
taxpaid far in advance of sale * * as would be in the case of whiskies 8 years 


old—whereas in the bottling of whiskies 7 years old the whiskies could be 
bottled in bond and held in bond until sold and tax paid at the time of sale. Asa 
matter of fact, under the Carlisle allowance, formerly used by the Government 
in determining the amount of taxes that would be due on the whisky as tax- 
paid, the Government only allowed evaporation up to 74% years, which indicates 
that the Government expected the whisky to be bottled prior to the 8-year period, 


] 


and allowed the additional grace period to allow a normal distribution of the 
whisky so bottled. 

The restriction to the 7-year age on whiskies held in bond over 8S years will 
not encourage bottlers to hold their whiskies in bond over the 7- to 8-year period. 
Therefore, should there be need for such an extension of time on the part of the 
bottlers, it would be evident that a hardship exists and relief should be granted. 

In addition to the elimination of any age benefits being granted to any holders 
seeking relief, said holders are also penalized by keeping whiskies in bond for 
longer periods than the age statement is permitted to read. Also, there are 
additional carrying expenses amounting to approximately 10 percent of the 
pa >" in addition there is approximately 6 percent more loss in whisky 
per year 

The CHairman. Are there any questions? If not, we thank you 
for your appearance and the information which you have given to 
the committee. 

Mr. FuasumMan. Thank you. 

The CHamman. The next witness is Mr. A. Setrakian, chairman 
of the Federal Raisin Advisory Board, of Fresno, Calif. 

Would you please identify yourself for the record / 


STATEMENT OF A. SETRAKIAN, PRESIDENT OF THE 
CALIFORNIA WINERIES ASSOCIATION 


Mr. Serrakian. My name is A, Setrakian. I am president of the 
California Growers Wineries Association, a cooperative. On this 
paper I appear as chairman of the Federal Raisin Advisory Board. 
[ am not representing that organization. I am merely here as presi- 
dent of my winery. 

Mr. Chairman, my paper will take some 10 or 15 minutes. If it is 
agreeable with you, I will talk without the paper. I guess you will 
have the copy. 

The Cuamman. I would like to hold you to 10 minutes, if I may, in 
fairness to the others, because we have a long program. 

Mr. Serrakrian. That is perfectly satisfactory. I will talk and if 
I finish in 10 minutes, all right. 
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The CHarMan. We will insert your statement in the record at this 
point without objection. 
(The statement is as follows:) 


STATEMENT OF A. SETRAKIAN, PRESIDENT OF THE CALIFORNIA GROWERS WINERIES 
ASSOCIATION 


Mr. Chairman, my name is A, Setrakian. I am president of the California 
Growers Wineries Association. [ am appreciative and most grateful that I 
have been given the privilege of appearing before the Ways and Means Com 
inittee to present our case for your consideration 

May I say a word or two about myself. Tama grape grower. I am a member 
of a cooperative winery I have participated in activities of the grape industry 
for the past 30 years and I hope you will agree with me that I am qualified 
to speak for the good which will come to the California grape growers if the 
present S-year limitation is extended, better still if the age limitation is com 
pletely eliminated. 

During the years of 1951 and 1952 California produced the two largest, sue 
cessive grape crops on record. The average production in these 2 years was 
3,100,000 tons. California grapes are marketed through the following outlets 
(1) Grapes sold for table use: (2) grapes converted into raisins; (8) grapes 
crushed for table and dessert wines; and (4) grapes converted into brandy The 
economic interest of these outlets are interdependent, interrelated, and insep 
arable. The maximum utilization of California’s grape crop each year depends 
upon each of the mentioned outlets using its share of the grapes. The one outlet 
Which has failed to use its share of the grapes is the brandy outlet. The S-year 
age limitation overhangs the grape industry as a dark cloud of fear 

This fear has made it impossible for cooperative and commercial wineries with 
small means to make brandy, store it without the fear of force-out sales. For 
example, take the years 1951 and 1952. We had in these 2 years huge sur 
pluses. Substaitial tonnages of these surpluses Were made into brandy. Gentle 
men, the price of grapes in 1952 for conversion into brandy was less than 50 
percent of the cost of production Large gallonages of brandy were made in 
1951 and 1952, but they were made for the account of certain large, well-financed 
distillers who could wait without the fear of force-out sale. The wineries like the 
one I am a member of did not have the needed funds to make the brandy, 
store it away and wait the proper time to dispose of it 

Last year thousands of tons of grapes were converted into brandy at a price 
of $20 per ton. No grower can make both ends meet and support his dependents 
with the modest necessities of life if he fails to obtain a very minimum $40 per 
ton. Let the facts speak for themselves. In 1950, the price controlling the 
sale of grapes to the vintners for wine and brandy Was in excess of $50 per fresh 
ton. In the year 1950, the tonnage used by vintners was almost equal to 1952 
Yet, in 1950 the total gallonage of brandy produced was 2,828,000 gallons, while 
in 1951 and 1952 the average production was approximately 5,000,000 gallons 
If the S-year age limitation were not in existence it is clear that growers and 
wineries with modest means would make the brandy for themselves and store 
it in their warehouses and make the profit instead of making brandy for the 
account of others. This took place in 1951 and 1952 because we growers did 
not have the money and were fearful of the 8-year limitation. 

Gentlemen, for 30 years I have devoted my life to crus:des for causes aimed 
to protect and preserve the equities of grape groWers, especially small grape 
growers. <A careful and dispassionate study of California’s brandy situation 
will prove most conclusively that the 8-year limitation will help the rich, to the 
disadvantage of the small grape growers. This statement is true now. This 
statement was true in 1894, when the bonding period was first set at S years. 

Now a word or two about foreign brandy. I want to make one point very 
clear. I am a firm believer in international trade. It is u wonderful thing that 
we can help our friends abroad. They are our allies. We fought together and 
bled together for the same ideals. We should help the foreign grape grower 
because as a grape grower I know well what those grape growers suffer. But I 
feel that the grape growers in our country should receive from our Government 
the same breaks as foreign countries extend to their growers. In other countries 
growers are permitted to make brandy, store it away and pay the tax when the 
market becomes available. Not only that—when a foreign brandy immigrates 
to our country, it is given a 3-year period of rest, and if within that time there 
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is no favorable market available, the shipper of the brandy can request and 
receive another year of rest. Now let us see what happens to our brandy. 
The best example is the winery that I am a member of. As soon as our brandy 
becomes 4 years old we become jittery. The bank that has loaned us money 
and helped us to carry the charges becomes jittery. The fear of the 8-year limita- 
tion forces us to sell our brandy at prices which we know are entirely too 
low I, for one, have never been able to understand what is the argument 
against the complete elimination of the age limitation. As I see it, all that the 
Government can expect is a one-shot deal. In other words, when brandy is 
sold the Government collects the tax. 

I challenge anyone who believes in equity, justice, and fair dealing to disagree 
with me that the 8-year limitation is not against grape growers’ economic in- 





terests 

Again let us consider foreign brandy. I have been told that those who desire 
to maintain the 8-year limitation have said 6-year brandy is just as palatable as 
20-year old brandy, for example. Now I have no quarrel with this statement. 
I don’t know whether it is true or not true. I am not a connoisseur of brandy. 
In fact, hard liquor and I don’t get along well so I leave it alone entirely. One 
thing I am certain of, the American public is age-minded, is age-conscious. If 
it were not for this, foreign brandies would not have received in our country 
such generous acceptance. For example, in 1952 the consumption of domestic 
brandy amounted to 2,725,000 gallons, imported brandies 857,000 gallons. Now 
it seems to me we growers are justified in asking from our Government the 
same breaks which are extended to foreign brandy makers. 

Now if our Government, through the elimination of age limitation, would suf- 
fer lesser revenues, than I for one would say—let us neither extend the 8 years 
to 12 years nor eliminate it completely. And on this point, I would like to quote 
the Commissioner of Internal Revenue, who had this to say in 1884, when the 
extension of the period from 3 years to 8 years was being considered: “In my 
opinion the same rule of taxation that applies to all other products subject to 
internal-revenue tax should apply to distilled spirits: that is to say, the tax 
should be levied only upon the article withdrawn from the premises of the 
manufacturer for consumption or sale. The sooner such a law is passed, the 
sooner will Congress be relieved from solicitations to pass bills offered from time 
to time to afford temporary relief.” 

Gentlemen, California’s grape industry is a large industry. Some 30,000 to 
10,000 growers are engaged in the business of growing grapes. It gives em- 
ployment to tens of thousands of people laboring in packing and processing 
plants. The livelihood of some 500,000 people depends upon grapes and grape 
products being sold at fair prices. In less than 2 years the grape industry has 
suffered much economic pain. Our grapes were sold at ruinously low prices. 
In fact, no agricultural commodity in our country has sold at such disastrously 
low prices as grapes in 1952. In the 1920's and 1930’s an army of growers suf- 
fered bankruptcy. Had our Government denied us the help which enabled us 
to convert large tonnages of grapes into raisins and dispose of them in friendly 
countries in the Western Hemisphere, bankruptey of thousands of growers could 
not have been avoided 

I helieve the elimination of age limitation will help us in some reasonable 
measure but I want to make myself absolutely clear and I do not want to leave 
the impression that our economic troubles caused by large surpluses which are 
so big, so immense, can be solved entirely by what happens to H. R. 1215. What 
I have in my humble way attempted to prove is that by elimination of the age 
limitation entirely you will have done the following three things: First, vou 
will have stopped people who have money from taking grapes at ruinously low 
prices, making brandy, setting it aside without the fear of force-out and dispose 
of it at good advantage. Second, you wiil then have made it possible for grape 
growers, for cooperative wineries, for wineries with small means to make the 
brandy for themselves, set it aside and wait to sell at the time when favorable 
op] ortunity presents itself. Third, and this is very important. You, gentlemen, 
know that farmers face weather hazards almost every year. We have seen time 
and again where our grapes have been damaged by rain or hail or excessive heat 
and have become unfit for human consumption and also for making raisins. 
When this takes place distillers who have money buy these grapes at very low 
prices, make the brandy, store it away without fear of forced sale. When and 
if the limitation is completely eliminated the growers and cooperative wineries 
then will be enabled to make the brandy for themselves and will be able to enjoy 
the rewards of their sweat and toil 
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I want to say one other thing about myself. I have come to this country from 
a country of want, fear, and privation. I love my adopted country, and if I 
thought for a moment that by appearing here I would cause my beloved country 
one bit of difficulty, I would not be here today, because no price is too dear to help 
our country in these difficult days. 

[ assure you, gentlemen, that when you eliminate age limitation completely, 
you are hurting no one. You are helping thousands of grape growers and their 
dependents and you are extending equity to the grape industry and all its seg- 
ments. 

Mr. Chairman, I beseech you and appeal to you and to your committee to extend 
to us American grape growers sympathetic consideration. Our industry is ter- 
ribly sick. Complete elimination of age limitation will not cause any loss of 
revenue to our country, will add no additional expense in its collection. Your 
favorable action for the complete elimination of age limitation will help us a lot. 
Please help us. 

Mr. Serrakian. Mr. Chairman, I am a grape grower. I would like 
to say a word or two about the grape industry. We have a big indus- 
try, some 30,000 to 40,000 grape growers and their families, and tens 
of thousands of people that work in vineyards, and their dependents, 
estimated to be some 500,000 people depend upon what they get out 
of the sale of their grapes. 

The annual production of grapes, Mr. Chairman, is something like 
3 million tons each year. These grapes disappear through the follow- 
ing outlets: (1) For table use; (2) for wine use; (3) for raisins; and 
(4) for brandy. 

We have had, Mr. Chairman, huge surpluses. In other words, it is 
our estimate it would take in normal conditions of 2,500,000 tons and 
our production is 3 million, so we have a surplus of approximately 
600,000 tons to deal with. 

We inherited, Mr. Chairman, the surplus from the war years. We 
were told to make a lot of raisins. We responded, and planted new 
vineyards, and put the old ones in shape, and frankly, today we are 
in an economic mess. 

Now, all these outlets, the three of them, table, wine, and raisins, 
have carried part of the load. The one outlet that has failed to do it is 
the brandy outlet. I realize the manufacturing and selling of the 
gallonage of brandy is very small compared with the huge gallonage of 
whiskies, but after all, that is what we depend on to make a living. 

Now, it is my humlbe considered judgment that this 8-year-old 
limitation works against the grower interests, and I may say that this 
8-year limitation is more or less advantageous for the rich, and very, 
very bad for the poor growers. Most of our growers own about 20 
acres apiece, and I am frank in telling you that this 8-year-old limita- 
tion works a terrible hardship on the growers. 

Now, I said Iam a member of the winery, and I think the best thing 
I can do is to speak about our own winery. We have a winery that we 
can put in around 5,000 to 10,000 barrels of brandy and wait for its 
sale. Now, when 4 or 5 years roll by, we have to sell that brandy, be- 
cause if we do not, we have not got the money to meet the tax payments. 

This morning I listened to all the arguments attentively and they 
tell me about foreign brandies and I must confess, Mr. Chairman, my 
knowledge of this field is not very much. But they told us that the 
foreign brandies, when they emigrate from this country, they come 
up here and stay in the w arehouses 3 years, they can have another 2 
or 3 years if they want to, and then they sell this brandy against us. 

We, on the other hand, will have to sell our brandies when it is 4 
or 5 years old because we have not got the money to get the taxes with. 
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That is not the only thing. The unfortunate part of the whole thing 
is that the brandy-making business is so designed unfortunately on 
account of the 8 years that it is good for the big distiller but it is 
against the poor farmers. I know in our own case it is exactly like 
that. What does the big distiller make? The big distiller makes a 
lot of brandy when the grapes are cheap. You take the last 2 years, 
1951 and 1952, and, Mr. Chairman, we produced about 3,100,000 tons 
each year, out of that huge production of grapes, the raisin man did 
very well, the table-grape man did fairly well, but the grapes that went 
to the winery, and that was about 1,200,000 tons each year, t he growers 
did not get enough out of that to support their families, even with 
the meanest necessit ies of life. We vot SZO a ton and, Mr. Chairman, 
it cost us $10 to harvest and deliver. The growers are up against it. 

Now, you say, well, how can they get along. We had a little fat 
left from the war years, and it is melting out pretty fast. We have 
not got 1t any more. 

Now, what happened in 1951-52? They made a lot of brandy, Mr. 
Chairman. These big corporations came in, they bought the grapes 
cheap, $20 a ton, and they made tremendous quantities of brandies, 
and they stored them away. What happens to that brandy? They 
store it away. When the time comes they sell and make money and 
we growers did not get anything out of it. 

If this limitation was not there, and frankly I do not understand 
about this 12-year-old business, I will say that, it looks to me 1f some- 
thing has to be done, the whole limitation should be wiped out like 
in foreign countries, such as England, France, Spain, and all those 
other plac ‘es. I have visited those countries, and 1 know those grow- 
ers, aa my heart goes tothem. I am a firm believer in international 
trade. We ought to help them. We fought and bled together. But I 
cannot understand, and I say this humbly and with full sincerity, that 
if this country helps those growers, why should not our country help 
our growers, 

I am not appearing here for anybody but a grower. I have the 
money from the winery to come down here and plead our cause, and 
we are short of money. For 30 years, Mr. Chairman, I have crusaded 
for the right of the small farmer, and I am telling you, and no one 
can challenge this statement, that today the small growers in Cali- 
fornia are up against it, and this brandy situation does not help us 
at all. 

Of course, someone in this honorable body will ask me, suppose you 
got that 12 years, is that going to solve vour problem? TI am here to 
say no, it is one of the small features. It is going to help us. What 
we have to do in California and are trying to do this very day is to 
join together vineyards and growers and put our house in shi ape. 

Mr. Chairman, we have a move afoot today because our situation 
is so bad that we want to drop at least 10 to 12 percent of our grapes 
on the ground, because you have 500,000 people i in California today 
whose income is absolute lv nil. It is asad situation. It is a very sad 
situation, and I appear before you today, and thank you from the 
bottom of my heart that you have given me the privilege to talk and 
tell you that while our brandy business is just a drop in the ocean com- 
pared to this huge whisky deal, it is our livelihood. It is what the 
American farmer depends upon, and if foreign countries help their 
farmers, may I ask why we should not be given the same privilege? 
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They bring in the foreign brandies. I want to tell you when they are 
marked 20, 25, or 30 years, I do not know much about it, because 
liquor and I do not get along and I do not drink, but someone gave 
me a bottle of Napoleon brandy. My friends made the same faces 
when they drank it as when they drink the 2-year brandy. I do not 
know about the age business. They sell an awful lot of brandy in this 
country, 85 to 90 million gallons. If these people are permitted to 
do that, why do we not have the privilige of selling 10 or 12 years. 1 
do not know about the palatability. I do not drink it. I do not like 
liquor. That is all there is to it. But we should be given the same 
privilege. We open the markets to the foreign brandies and liquors 
and this and that, and we give them all the chance, and they do not 
have to pay in their own country, but when we come in here with 8- 
year- -old, we have to pay it. 

When my brandy gets 5 years old, I get jittery, the members of my 
cooperative are jittery, and the man who gets most jittery is the banker 
who loans the money and says get rid of it, otherwise you cannot pay 
me. Ido not know about the big distillers on one side and the other. 
[I do not know why bourbon is made here and not in other countries. 
I do not know anything about it. I do not own a share of stock in 
any liquor place. If I cannot take care of my business, which is 
small, I am not going to invest money in the other fellow’s business. 

The Cuamman. You have made a fine statement. 

Mr. Serrakian. And I told you everything I wanted to, Mr. Chair- 
man. 

The Cuatrman. I like your enthusiasm. I want to ask you one 
question. Do you know Bud Gearhart ¢ 

Mr. Serrakian. I know him very well. He is a bosom friend of 
mine. He is all right. I will tell him that you asked about him, 
and that will be a thrill to him. 

The Cuatrman. Thank you for your presentation and the infor 
mation you have given to the committee. 

Mr. Serrakian. Then you are not going to ask any questions. That 
is good, because when an honest farmer speaks, there are no questions 
toask. Thank you very much. 

The CuarrmMan. The next witness is Mr. Frank L. Fernbach, as- 
sociate director of research, CIO legislative department, Washing- 
ton, D. C. Please give your name and the capacity in which you 
appear. 


STATEMENT OF FRANK L. FERNBACH, ASSOCIATE DIRECTOR, CIO 
LEGISLATIVE DEPARTMENT, WASHINGTON, D. C. 


Mr. Ferneacu. Mr. Chairman, I think my remarks will take no 
more than 5 minutes. 

Mr. Chairman and members of the committee, I wish to express the 
appreciation of the Congress of Industrial Organizations for this op- 
portunity to appear before you and present our reasons for support- 
ing H. R. 1215. 

My name is Frank Fernbach, and I am associate director of re- 
search of the Congress of Industrial Organizations. Our direct in- 
terest in the matter now before this committee grows out of the fact 
that a substantial number of members of CIO are emploved in the 
distillery industry. They are affiliated also with the International 
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Union of United Brewery, Flour, Cereal, Soft Drink and Distillery 
Workers of America, which has jurisdiction over all distillery work- 
ers who are members of the Congress of Industrial Organizations. 

In 1952 when a bill similar to H. R. 1215 was being considered by 
this committee, our organization urged its enactment into law. 

In the 9 months that have passed since this committee’s last con- 
sideration of this matter, the issues raised have become even more 
critically important both as regards the welfare of the industry and 
the security of its employees as well. 

In order to conserve time, it is not my intention to repeat the full 
exposition of the financial problems of the industry, which is being 
adequately presented in testimony provided by management. Cer- 
tainly the factual evidence indicates clearly to us that at least a sub- 
stantial portion of the industry is suffering from a double liability. 

In the first instance, it is obvious that the consumption of the bev- 
erages produced by this industry is already being affected by the 
tremendous taxload imposed upon it. Legitimate production and 
sale of the product is not only being retarded thereby but illegiti- 
mate bootlegging, which enjoys the advantage of tax avoidance, is 
being encouraged. The record is completely clear on this point and 
I am sure that this committee, while it is not at this particular hear- 
ing considering the implications of the present taxload on this in- 
dustry, is giving wise thought to the consequences of the present $10.50 
excise charge per proof gallon. 

Incidentally, I have a clipping here forwarded to me that indicates 
that one bootlegging operation, one illegal distillery uncovered in 
Brooklyn, that the production is so great that the Federal Govern- 
ment is losing approximately $50,000 a day on taxes which otherwise 
would have been obtained from legitimate production within the 
industry. 

It is within the province of this committee, however, to wisely con- 
sider and then act to eliminate the additional burden which this in- 
dustry faces because of the present 8-year bond-period limitation. 
It is our understanding that the request that this period be extended 
in no way will result in any reduction over the long run in the revenue 
that the Federal Government will receive from the production of the 
industry. In effect, as we see it, this proposal asks not for tax relief, 
but is merely a reasonable request for postponement of taxpayments 
to a time that is closer to the actual consumption of the beverages in- 
volved and the ultimate payment of the tax by the consumer. 

In the face of the burden which present tax rates on distilled spirits 
already imposes upon consumption, it seems highly unreasonable that 
the Federal Government should further impose an unnecessary addi- 
tional burden of millions of dollars which must now be paid to the 
Treasury months and even years before the product is finally sold and 
the tax is absorbed by the final consumer. As individuals we would 
be horrified to contemplate the necessity of paying our income taxes 
a year or several years ahead of the time that the income on which the 
tax is based is received by us, In the case of this industry, already 
beset by so many other problems, this additional burden of presale 
taxpayment is an inequitable and, we fear in some cases, an insupport- 
able additional burden. 

On the other hand, there are clearly substantial portions of the 
American distilling industry for whom this problem is critical in- 
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deed, and employed by these companies there are American workers 
whose families share a feeling of urgency and despair. 

We are informed by the Pennsylvania Brewery, Soft Drink and 
Distillery Workers Council, which is affiliated with the Congress of 
Industrial Organizations, that in one distillery in western Pennsyl- 
vania alone there are 800 unemployed and that this number will be 
increased still further if the bonding period is not extended. There 
isa fear among the workers in Pennsylvania and elsewhere that a sub- 
stantial number of companies in this industry may even face bank- 
ruptcy if they must continue to meet such a large presale tax burden 
during a period in which they are faced with a diminishing market 
for their product, because of the impact of high taxes and of the 
growing bootlegging traffic. 

As the situation is viewed by the Congress of Industrial Organiza- 
tions the enactment of H. R. 1215 will do no harm to anyone legiti- 
mately engaged in this industry or to the Government or to the people 
of the United States, while at the same time it will positively aid 
both capital and labor legitimately engaged in this industry while dis- 
couraging the encroachment of illegal and criminal parasites who 
breed upon a situation such as this. 

We respectfully and urgently request the enactment of H. R. 1215 

The Cuarrman. Mr. Jenkins will inquire. 

Mr. Jenkins. I think you made a very fine statement. As I under- 
stand it, you take this position. Here is a lot of liquor that is in the 
bonded warehouses. Many thousands of barrels, or whatever the 
quantity is, is there, and it has been made by your men or most of it. 
[ suppose your position is that if anything happens to that amount 
of liquor—if it is put out on the market, for instance—then your men 
will go out of work. Is that the idea? 

Mr. Fernracn. That is correct. 

Mr. Jenkins. On the other hand, if your men continue to make it 
and the same amount is made that has been made, there will always 
be that surplus. 

Mr. Frernpacu. Our point of view, Mr. Congressman, is a long- 
range point of view. What adds to the long-range stability of the 
industry is in the interest of the members of our union. The ability 
to market the product in an orderly manner is much more desirable 
than the situations where arbitrarily at the end of 8 years there seems 
to be an oversupply in inventory, and you have to either arbitrarily 
dump it by destroying it or by being forced into export. 

Mr. Jenxrns. I’ see that you are faced with a pretty serious situa- 
tion. 

Mr. Fernnacn. Yes, sir. 

Mr. Sapitak. Mr. Chairman, just one question. 

The Cuarrman. Mr. Sadlak will inquire. 

Mr. Saptak. I have heard a lot of new things this morning and this 
afternoon, but frankly, Mr. Fernbach, you have me stuck with your 
statement on page 2 in the second paragraph, where you mention that 
legitimate production and sale of the product or are not only being re- 
tarded thereby, but illegitimate bootlegging 

Mr. Ferneacu. That is a typogr: aphical error. It should have 
been stated “by illegitimate”; that is the stenographic department. 
I am glad you pointed that out. 

The Cuarrman. Mr. Byrnes will inquire. 
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Mr. Byrnes. From the standpoint of your workers, would you be 
satisfied if the Saylor bill was given the 12-year period, but with the 
provision that it would not upset the historical bonding period, so to 
speak, as far as sale and advertising are concerned ? 

Mr. Fernsacu. You mean with respect to the labeling aspect 

Mr. Byrnes. Yes. 

Mr. Ferneacu. I have heard you ask that question a number of 
times, Congressman Byrnes, and I wondered what you would say if 
you asked it of me. Our organization has officially endorsed this bill, 
and I am sure we recognize that in framing any legislation there always 
need be some consultation and compromise. I would not categorie: ally 
answer your question, but say that any agreement reached by mutual 
consent by at least the majority of the industry which would add to 
the stability of the industry, would be helpful to its employees and 
approved by us. 

Mr. Byrnes. You have men in all the different plants, do you not? 

Mr. Fernsacu. We have men in a great number of plants. 

Mr. Byrnes. Does it not upset you when you see the industry at 
each other's throats, so to speak, over a controversy of this kind? 

Mr. Fernsacu. Tam not so much upset, because controversy is not 
unusual in either the ranks of labor or management. 

Mr. Byrnes. That does not stabilize the industry. 

Mr. Ferneacnu. It does not stabilize, but sometimes with you per- 
sons acting as you are, wisely, in an effort here to get to the bottom and 
to reconcile, out of reconciliation may come a piece of legislation that 
meets the interests and the welfare of many more people than any 
legislation would that is initially introduced. I think there are basic 
differences of approach involved in this conflict. There apparently is 
a substantial ditference in the interest of those concerned somewhat 
with import in this industry as compared to those involved almost 
exclusively in domestic production. 

Mr. Byrnes. Here is a problem that I see existing here, and I would 
like to have your view on it. You have some of the industry that has 
a large volume of its spirits in bond approaching the 8-year-old 
period or forceout, an amount in excess of what they could dispose of. 
If they could turn around tomorrow after the forceout to sell it, they 
would not be here worrying about relief. Because of the fact it is 
there, and they cannot dispose of it, they would like to be able to 
hold it until it is 10 or 11 or 12 years old, and make some adjustment. 

You have on the other side an area of industry that does not have 
an excess of 8-, 7-, or 6-year-old whisky. Now, if we extend this 
amount to be held 12 years, does not that then give an advantage to 
the person who today has a big supply of 8-year-old whisky that can 
be carried over into the 9-, 10-, 11-, and 12-year-old period as opposed 
to the other distillers with a limited supply’ Would we not therefore 
create an unfair advantage reflecting on a different group ? 

Mr. Ferneacnu. It appears to me, sir, that there would be a degree 
of advantage, although I think that is a secondary question to the 
basic issue that brings the legislation here, which is the hoped-for 
basic relief. 

Speaking only personally in this instance, I am inclined to feel a 
degree of regret when it would appear necessary for the Federal 
Government to inject itself into the question of legitimate advertising 
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beyond what we might call the safeguarding and policing of advertis 
ing in terms of consumer welfare. 

Mr. Byrnes. What I am worried about, though, is that we have a 
group that comes in complaining of a hardship. I believe the case 
so far made out certainly shows that there is a hardship phase. But 
to ask to pn relief in such a manner as to not just correct their 
hardship, but also to give them an advantage over another segment 
of the industry, is not fair. 

Mr. Fernpacu. Perhaps you can compromise an agreement whereby 
for 3 or 4 years the advantage group will forego their advertising 
advantage, until you have a degree ot equi lity. I hope some recon 
ciliation could be worked out. 

The CuatrmMan. Mr. Curtis of Missouri will inquire. 

Mr. Curtis of Missouri. Mr. Fernbach, I am impressed with your 
testimony, and also other witnesses who have been here, regarding the 
plea of the effect on the industry. Of course, that is the same argu 
ment that was used as to the concern of the cooperage industry. Of 
course, your testimony, too, I presume, is based upon the effect on the 
industry rather than any particular segment of the industry; is that 
right / 

Mr. Fernpacu. Yes, sir. 

Mr. Curtis of Missouri. It seems to me also that there are two basic 
points that have been raised as to what is causing trouble in the indus 
try. One is that there is any bond period at all, which has been in 
existence since 1892. I can see the merits as to whether there should 
be any bond period at all. The other thing that you emphasize in 
your statement is the high rate of taxes. That is where your boot 
legging is coming from, rather than this particular thing. You 
would agree, would you not, then, that even if we passed the Saylor 
bill, you would still have the problem of the bootlegger as long as 
the tax is as high as it is on liquor. 

Mr. Fernpacu. Congressman, it would seem to me that bootlegging 
would be encouraged by any circumstance that disadvantaged the le 
gitimate industry. Any regulations which involve costs to legitimate 
parts of the industry which the bootlegger could avoid is an advan 
tage to him. 

Mr. Curtis of Missouri. There are other segments of the industry, 
though, that are not adversely affected by this particular 8-year re 
quirement. and the bootlegger would be in competition with them. 
It seems to me my statement is accurate that the difficulty from the 
bootlegger—and I admit in my opinion there is a serious difficulty 
arises not from the alleged inequity that the Saylor bill seeks to cor 
rect, but rather lies in the high tax on liquor. 

Mr. Frernracu. 1 would concede, without question, sir, that the 
high tax on liquor is a major factor. 

Mr. Currts of Missouri. I am trying to figure out in my own mind 
how any of these basic arguments that vou are presenting, and also 
the cooperage industry, I presume is, actually will be affected by the 
Saylor bill. That is what Lam concerned about. That is, where is the 
Saylor bill going to give any relief to the entire industry? It might 
to a segment of it, but apparently at. the lack of benefit to another 
segment of the industry. So I cannot see how any group can come 
in here and say that the industry itself is going to be benefited. I 
am wondering, you not being interested except from the standpoint 
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of the whole industry, if you can enlighten me on that, as to why you 
think that the industry as a whole—those people who are opposed to 
this bill, as well as those in favor of it—would be helped by this bill. 
I do not see it. 

Mr. Fernracn. I am glad that you draw reference to the fact that 
I speak for the industry as a whole. The viewpoint of the men em- 
ployed in the industry as represented by our union is that there is 
this arbitrary bonding period limitation, that the accumulation of 
factors existing now, many of which have been alluded to by the wit- 
nesses, is creating the prob lem of a forceout, which, if the Saylor bill 
does not pass, in turn is going to create a disorderly problem, an 
unloading within the industry. 

Mr. Curtis of Missouri. Here is the point. It is for certain ones, 
but after all,this 8-year period has been in existence since 1892, and 
people in the industry are aware of A certain segment of the 
industry says it is not going to hurt laa, and in fact, they say it will 
give undue preference to these other people who want to have the 
rules changed now. 

I do not think the Government should enter into the picture unless 
the industry as a whole is affected, and to prefer one segment over 
another. That is why I am trying to get at why you, who are, I would 
say, in an impartial position, because you are concerned with the 
welfare of the industry, think the industry is affected. 

Mr. Frrneacu. May I say this, with regard to the comment that 
perhaps Government has no right playing a part in this decision, 
because it would appear to be siding with one group of the industry 
rather than another, the fact of the matter is that it is not Government 
entering into a situation where there presently is completely free 
private enterprise, and you therefore say let the most enterprising 
win, as I see it you have a situation in which Government is already 
in with both feet. 

Mr. Curtis of Missouri. But in a policy that has been announced 
since 1892. 

Mr. Fernsvacu. That is right. But the Government is in the dis- 
tilling industry with a very, very arbitrary Government-made injunc- 
tion, “Thou shalt withdraw from the warehouse after 8 years.” Since 
the Government created the problem by creating an 8-year limitation, 
which may historically have been reasonable and just, government has 
to redetermine from time to time, this is a critical situation and much 
of the problem of the industry is forcing that redetermination—is 
this present Government regulation just, or perhaps is the present 
merah ation desirable altogether. In other words, you do not have a 
situation involving free enterprise with no Government interference. 
You have here very strict historical Government regulation of a proc- 
ess which interferes with free enterprise, and probably historically 
for good reason. 

Now, this committee is required to reexamine the restriction in terms 
of its consequences and to do so as fairly as it can. 

Mr. Curtis of Missouri. Thank you very much. 

The Cuamman. Mr. Simpson will inquire. 

Mr. Sruupson. I think I would like to call the witness’ attention 
to the fact that Government having created the situation the Saylor 
bill would undertake to correct, finds that a group of individuals sup- 
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porting that. bill, largely the smaller corporations, have stated in 
effect that they will be forced out of business if they are not given 
some relief in connection with the payment of this tax arbitrarily due 
ona given date. Surely your great organization gives evidence in this 
statement of yours as recognizing the possibility of hards hip, not only 
a temporary hardship for these men in losing some work in the near 
future, but to the long-range picture of employment in the industry, 
and their permanent loss of employment in the event that these par 
ticular distilleries should be closed up. 

Was not that what you meant a bit ago when you said that the CIO 
program was a rather long-range attitude / 

Mr. Fernnacu. That is correct. 

Mr. Simpson. I agree with you on that point. I think there is far 
more to the bill than the question of which company happens to have 
on hand some material which they would later on claim is 9 or 10 years 
old, and get a trade advantage by reason of that. 

Mr. Fernsacu. That is precisely right, sir. 

The Cuairman. Thank you very much for your testimony and the 
information you have given us. 

Mr. Ferneacu. Thank you, sir. 

The Cuatrman. Mr. Billik will be the next witness. I understand 
you want to submit a document / 

Mr. Bruurk. Yes, sir. 

The Cuatrman. If you will give your name and address and official 
capacity in which you appear for the record, you may submit your 
statement. 


STATEMENT OF JOSEPH BILLIK, PARTNER, POPPER MORSON CO., 
NEW YORK, N. Y. 


Mr. Bouik. The name is Joseph Billik. Lreside in New York Cit) 
N. Y. I am a member of the firm of Popper Morson Co., 630 Fifth 
Avenue, New York. 

I have filed with your committee, Mr. Chairman, 50 copies of our 
statement. I ask you if you would be good enough to accept that as 
a part of the record, in lieu of an oral statement. 

The Cuarrman. Without objection, it is so ordered. 

Mr. Bitiix. The statement filed by Popper Morson Co. illustrates 
the hardship that would be endured by a rectifier in the liquor industry 
in the event that the Saylor bill is not passed. 

The Cuatrman. Thank you very much for your statement, which we 
will insert in the record at this point. 

Mr. Bruix. Thank you. 

(The statement follows:) 


STATEMENT ON BEHALF OF POPPER Morson Co. rn Support or H. R. 1215 Wirr 
RESPECT TO THE EXTENSION OF THE BONDING PERIOD FOR DISTILLED SPIRITS FROM 
S YEARS TO 12 YEARS 


Popper Morson Co. holds a Federal basic rectifier’s permit. It has its rectify- 
ing plant at 48-52 Essex Street, Jersey City, N. J., and sales and executive offices 
at 630 Fifth Avenue, New York, N. Y. 

A rectifier is one who acquires bulk distilled spirits and blends and bottles it 
into various products for distribution either directly to licensed retail outlets, 
as we do in some States, or to licensed wholesalers, as we do in others. 

Among the products which we produce and market are blended whiskies, 
straight whiskies, bonded whiskies, and liqueurs. Most of our business is local- 
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ized in the Northeastern States. In the liquor industry, by comparison, we fall 
in the category of stnall business 

The primary consideration before this committee, of course, is the welfare of 
the public and then, too, that of the Government, in connection with the collection 
of excise taxes affecting distilled spirits. 

Other proponents of the measure undoubtedly will conclusively show that the 
passage of the measure will not adversely affect the welfare of the public and 
that the interest of the Government will be adequately safeguarded. 

The purpose of the measure, as we see it, is to give relief to those members 
of the industry who are faced, through no fault of their own, with dire financial 
consequences in the event its members are required to taxpay the tremendous 
quantities of whiskies now in bonded warehouses and which wil! have been stored 
therein for 8 years expiring in 1953 and a limited number of later years. 

Not only is the distilling branch of the industry so affected, but we, as a 
rectifier, find ourselves in the same position. 

In 1946 and in the early part of 1947 we had acquired bulk whiskies in quan 
tities which, in relation to our then business, appeared to be normal requirements. 

In light of subsequent events, 1946 was a peak year and turned out to be an 
untrue barometer for our requirements for subsequent years. 

We now find ourselves with an inventory of approximately 235,000 regaged 
proof gallons of whisky running from July 1945 distillation through February 
1947 distillation. This inventory was acquired by us at about the time of original 
distillation 

Having in mind the &-year bonding period under present laws, we have been 
using older whisky in products which ordinarily are marketed with whiskies 
of less years. We have even used whiskies stored for 6 to 7 years in products 
which are ordinarily made with neutral grain spirits without any increase in 
selling price by reason of the much more expensive ingredient, namely, whisky 
stored for 6 to 7 years 

Based on our experience for the past year and with consistent sales effort, 
we should use up within the next 2 years, in the course of our business, ap- 
proximately 100,000 regaged proof gallons of the above approximate 235,000 
regaged proof gallons 

At various times, between now and February 1955, we will be faced with the 
dismaying prospect of being required to tax pay, in addition to our normal 
requirements, 135,000 regaged proof gallons of distilled spirits which at $10.50 
a proof gallon amounts to $1,417,500. 

For a business such as ours, that is a staggering figure which we will be un- 
able to meet 

It has been suggested that there is no immediate need for the proposed legis- 
lation but that such a bill could wait until 1955 or 1956. We maintain that the 
need is now 

In our case the need for extension is immediate as most of our inventories 
will have been stored in bond 8 years during the months of July, August, October, 
and December 1953 and January, February, March, April, June, and September, 
November, and December of 1954 

We submit our position as an illustration affecting one small company. Many 
members of the industry are similarly affected, only multiplied many fold. 
It is a situation which does not affect just isolated companies but is a major 
problem in the industry. 


The CuarrMan. The next witness is Mr. Sam Eig, retailer, Silver 
Spring, Md. 

Mr. Eig is not here apparently. If he wishes to extend a state- 
ment later, we will permit him to do so. 

The next witness is Mr. Melvin Todes, of Chicago, Tl. 

If you will just give your name, Mr. Todes, and the capacity in 
which you appear for the record, we will be very glad to hear you. 


STATEMENT OF MELVIN B. TODES, PAST PRESIDENT, THE 
WHISKY BROKERS OF AMERICA, CHICAGO, ILL. 


Mr. Toprs. I am Melvin : ‘Todes, immediate past president of the 
Whisky Brokers of America, and an active member of that associa- 
tion. I am speaking for the Whisky Brokers of America, a national 
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organization whose members offer a service of counseling, advising, 
buyi ing and selling of bulk whiskies to wholesalers, rectifiers, bottlers 
and distillers throughout the countr rv. 

As early as last summer we recognized a severe danger impending 
the industry due to the large inventory of aged whiskies which were 
not being consumed quickly enough and that would develop into a 
large surplus that would be forced out of bond. We recognized that 
the forcing out of bond the 1944’s and January 1945's would cause 
serious financial losses to many holders, and it did. We urged at that 
time the passage of some bill that would afford relief, and we again 
urge the same thing, the passage of the Saylor bill as presented 
with changes or modifications that will afford immediate relief and 
be most beneficial to the entire liquor industry. 

Our urging of the passage of this bill is not for any selfish interest 
or for any attempt to give any group any benefits, but because we 
know that the largest inventory ever held in Government bonded ware- 
houses at this time cannot be used up during the next 6 years. Begin 
ning this year and continuing until 1959, whiskies will be forced out of 
bond and the money to pay the exorbitant taxes will in most cases 
not be available and a serious chaotic condition will prevail. 

It has been suggested that these older goods be used up in present 
packages by understating ages. If this were practical, it would only 
cause a moratorium or a postponement of the inevitable—soon the 
huge inventories of these younger ages would be piled up in even 
larger quantities and they, then, would be forced out of bond. 

Certainly this is not a practical solution, and for even more im 
portant reasons. I am sure that most of these whisky concerns rep 
resented here will agree that the greatest proportion of the present 
inventory of 1945's and 1946’s were produced, due to the then Govern- 
ment restrictions, from inferior grains, and that these whiskies have 
developed into much poorer quality than the whisky now being used 
in their present 4-, 5- or 6-year-old packages. What do you think 
would happen to a small distiller who has developed consumer and 
dealer acceptance on a quality straight-whisky package if he begins 
to substitute now with older, though inferior, whiskies. He would 
lose his market and have all his merchandise returned and at a terrific 
loss to him. 

The industry is faced with still another very serious situation if 
relief of extension is not granted. If the holders of these older, un 
suitable quality whiskies were forced to taxpay these goods without an 
extension of time granted to them in order to orderly market their 
holdings, they would be forced to liquidate their bulk holdings by 
converting into case goods regardless of quality or price. The country 
would become flooded with sensational offerings of 8-year-old goods 
at or below the prices of the standard 4-year-old goods. The large 
concerns who have the money to advertise would plaster the papers 
with dramatic offerings of 8-year-old goods, playing up these age 
statements and resulting in developing not ahi a confused public but 
bankrupting the small distiller, distributor, and bottler. If the move- 
ment against this bill hopes to eliminate the bottling of private labels 
or the smaller regional operations of some smaller distillers, then the 
drastic result of dumping 8-year-old goods at the price of 4-year-olds 
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will accomplish that fact. Any price war caused by severe liquidation 
of old goods at drastically low prices would cause far greater harm to 
the small little bottler than to the large operators who, by reason of 
their terrific size, can meet force with force. It is the little guy who 
sufiers. 

It appears to us that only by using up these older—and again I 
repeat, unsuitable for straight-whisky bottling whiskies, at least for 
the next 2 years—goods in blends can these sur plus whiskies be orderly 
marketed and no harm can come to anyone. These older goods can be 
used sparingly and blended with other and better goods will not affect 
the quality of the packages. 

Natur: ally the small percentage of these older whiskies that could 
be used in these blends would require a 4 period of time for 
eventual consumption. It would, however, be the solution for an 
orderly liquidation, but can only be accomplished if this extension of 
time is granted. 

We therefore recommend to this committee and urge that help be 
granted to the industry at large, and that the industry can and will be 
kept from harm if the Saylor bill is approved. 

We suggest, however, that the entire liquor industry would be best 
helped if this amendment to the bill is made: First, that all whiskies 
made prior to January 1, 1952, may remain in bonded warehouses 
until ae are 12 years old without being forced out of bond, and, 
secondly, that no whiskies be permitted to claim a statement of age 
beyond 8 years unless such whiskies be taxpaid at 8 years and held by 
the taxpayer for future bottling with defined age statements. 

We hope that our views are acceptable and that a favorable measure 
Is adopte «1 to benefit the entire industry. 

The Ciamman. Are there any questions? 

Mr. Byrnes. I have one question. 

The Cuarmman. Mr. Byrnes will inquire. 

Mr. Byrnes. In your statement you call attention to the fact that 
these 1945 and 1946 whiskies—whiskies that were laid down then— 
those remaining today approaching the eighth year or force-out period 
are inferior whiskies. 

Mr. Toners. I say that the quality and the character is somewhat 
different than the present production due to the type of grains that 
were used when they were produced. 

Mr. Byrnes. Without this amendment that you suggest, you face a 
situation 2 or 3 years from now—assuming the Saylor bill passed, 
as is—when this fundamentally inferior whisky would be put on the 
market and advertised as 10- and 11-year-old bonded whisky, which 
would certainly be somewhat misleading to the public, as far as the 
type of whisky that was in that bottle is concerned, would it not ? 

Mr. Toprs. You asked me if there was no age limit made? 

Mr. Byrnes. They would advertise it as 10-year-old whisky, would 
they not? 

Mr. Tones. First, Mr. Byrnes, I would like to say that in order for 
anyone to carry this whisky to 10 and 12 years old, and then market it, 
they certainly would be seeking the luxury-market field, using only 
such whiskies as could be used in straight whiskies, because they would 
have to have quality. They could not market 10- and 12-year-old 
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goods as such if they were seeking the luxury market unless there was 
quality in those particular pac kages. 

Mr. Byrnes. Until the public caught up with them. 

Mr. Toners. That is right. It would not be very practical. It 
would be slightly unwise to try and ruin a business they had already 
built up : 

Petes, Mr. Byrnes, I think we are making a terrific stress 
on this 10- and 12-year marketing of whiskies. To me that is only a 
small infinitesimal part of the volume of business that is done. Many 
firms are now marketing 10-year and older goods, but I can assure you, 
if you look over their records, you would find it may run into 1 percent. 
or a half percent of the volume business. Historically, this business 
accepts and demands and uses goods of 4 years old, the standard and 
bottled-in-bond age, with some 6 and some 8. So that the big stress 
made on the marketing of 10- and 12-year-old goods is referring, in my 
opinion, to a small, infinitesimal part of what business would be 
consumated in the whisky business. 

Mr. Byrnes. One witness this morning stated that some distiller 
put on the market recently a brand, and they advertised it, I think, 
as 10 or 12 years, and it was bought up overnight. I got the impres- 
sion that the reason the public bought it up was simply because it said 
on the label, “here is some 12-year-old whisky,” and this must be 
extremely good stuff. 

Mr. Toprs. Knowing this firm, I believe they only use quality goods. 
But, if you further check the books of this firm, you would find that 
the percentage of business that they did on that older age package was 
so small compared to what their regular business is that it did not 
mean anything. 

The Cuatrman. Are there any other questions ? 

If not, we thank you, sir, for your testimony and the information 
you have given this committee. 

Mr. Topvrs. Thank you, sir. 

The CuatrMan. I would like to call to the witness stand Mr. Louis 
Forman, president of the Distillers Warehousing Co. of Cheswick, Pa. 
Mr. Simpson will inquire. Will you give your full name and address? 


STATEMENT OF LOUIS FORMAN, PRESIDENT, DISTILLERS 
WAREHOUSING CO., CHESWICK, PA. 


Mr. Forman. Louis Forman, Philadelphia, Pa. 

Mr. Simpson. Will you be kind enough to tell the committee the 
business in which you are engaged 4 

Mr. Forman. I am president and principal stockholder of Distillers 
Warehousing Co. of Cheswick, Pa., president of Louis Forman & Co. 
of Philadelphia, Pa., and controller of Kirks Pureye Distillery Co. at 
Scheafferstown, Pa. 

Mr. Simpson. You have not submitted a statement. I would like to 
ask you a couple of questions, if you do not mind. 

Mr. Forman. Of course. 

Mr. Stmpson. Are you a distiller? 

Mr. Forman. I am not a distiller, but I control the output of a small 
distillery in Pennsylvania. 
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Mr. Simpson. Is it stored in your warehouse ¢ 

Mr. Forman. No. The Distillers Warehousing Co. stores only for 
the accounts of others. We store no woods which we make ourse slves. 

Mr. Simpson. What is your interest in this legislation $ 

Mr. Forman. My interest in this legislation is as follows: As dis 
tillery war housemen, we are responsible to the Government for all 
internal-revenue taxes on all the whiskies stored in our warehouse, 
even though we are not the owners of these whiskies. 

Mr. Stupson. You mean that you are under bond, and that if the 
owner of the liquor does not pay the tax you must pay it 

Mr. Forman. That is correct. I have been so informed by letter 
by the Alcohol Tax and Tobacco Division of the Internal Revenue 

sureau. 

ty Simpson. Are you fearful of the =~ economic situation / 

fr. Forman. I am quite fearful with it, inasmuch as I am faced 
eter a small quantity of whisky coming of age in October and Decem 
ber of this year whic h shows evidence of being abandoned by its owner, 
where storage charges have not been paid for this whisky over a year. 
It is quite evident that the owner has no intention of paying the 
charges or t: ixpay ing the whisky. 

Mr. Simpson. That is, vou, as the warehouseman, may be stuck, and 
you would have to pay that tax. 

Mr. Forman. That is correct. 

Mr. Simpson. By reason, in this instance, of the possible abandon 
ment on the part of the true owners. 

Mr. Forman. That is correct. 

Mr. Srwpson. Do you have any comment to make with respect to 
your general impression of that situation in the country? Are there 
others fearful of the same result ? 

Mr. Forman. I have not discussed this matter with any other inde- 
pendent warehousemen, but I am sure if I am faced with the situation 
they also must be so faced. 

Mr. Stimpson. And it is a real threat, in your opinion, to the ware- 
houseman who, when he took the material into storage, had no inten- 
tion of ever paying the tax on it / 

Mr. Forman. I had no intention of ever paying the tax on anyone’s 
whisky, sir. 

Mr. Simpson. That is all I have. 

The Cuarrman. Mr. Forand will inquire. 

Mr. Foranp. Mr. Forman, you apparently are in a peculiar situa 
tion. I am interested in finding out if you are left to pay the tax on 
this whisky that you say is now on your hands; is it a case where the 
owners are forfeiting the whisky to you? 

Mr. Forman. That is correct. 

Mr. Foranp. Without any further payment except the storage 
charge. 

Mr. Forman. That is correct. 

Mr. Foranp. Will you not stand to make a profit on it? 

Mr. Forman. No, sir. These particular whiskies happen t » be 
bourbon mash. They are whiskies which have been stored in wed 
cooperage and, under our present regulations, they cannot claim age. 
There is a very limited market for these whiskies. As a matter of 
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fact, we have sold recently considerable quantities of them as low as 
20 cents a gallon. 

Mr. Foranp. You feel that in order to get yourself out of the hole 
you would have to dispose of it somehow, and you do not feel you 
can get enough return to pay for the tax and the storage charge ¢ 

Mr. Forman. I know already I cannot get enough return to pay 
the storage charges. I have asked the Alcohol Tax and Tobacco See 
tion of the Internal Revenue De partment whether or not I can destroy 
the goods. Under the regulations I can destroy them only if they are 
unmerchantable. If the goods are not unsound, and many use “de ooper- 
age whiskies are fine, they will not permit me to destroy these whiskies 

Mr. Foranp. Thank you very much. 

The CHatrmMan. Mr. Byrnes will inquire. 

Mr. Byrnes. If the Government will not let you destroy them, and 
vou cannot sell them, what do you do? 

Mr. Forman. I do not know; keep them, I suppose. 

Mr. Byrnes. Even the passage of this bill is not going to help that 
situation particularly; is it? 

Mr. Forman. Oh, yes. There are some uses for these goods. In 
an orderly workoff of the whiskies which are now coming of age, I 
am sure they will find a home somewhere at some place. 

Mr. Byrnes. You mean you hope they will. You will keep your 
fingers crossed. 

Mr. Forman. If worse comes to worst, I will try to ship them to 
Canada or some other country. 

Mr. Simpson. It is a case that he cannot destroy them or sell them, 
but he must pay the tax for them. That is what he is objecting to. 

The Cnarrman. Mr. Knox will irquire. 

Mr. Knox. I have been quite interested in the gentleman’s state 
ment. By what degree of imagination should you impress upon us 
that vou became the sole owner of these liquors that are stored in your 
warehouse by virtue of the fact that the owner did not pay the tax 
or did not pay the rent or storage. I should say, on the goods? 

Mr. Forman. Even if I do not legally become the owner of the 
whisky, I am still liable for the tax. 

Mr. Knox. Then do you mean that in one sense the Federal Gov- 
ernment would have no right to confiscate this liquor because the tax 
was not paid on it at the end of the 8-year bonded period ? 

Mr. Forman. As I understand the procedure, if the tax is not paid 
on it after the 8 years are up, and I do not pay the taxes myself—that 
is, the present owner does not pay the tax, and I refuse to pay the tax— 
then the Government looks to the bonding company. I have a $200,000 
warehousemen’s bond up. They collect from the bonding company, 
and they do not care who owns the whisky. 

Mr. Knox. How did you get ownership of the whisky ? 

Mr. Forman. I do not have ownership at this time. If the goods 
actually are abandoned, T will then proceed to acquire legal owner 
ship through the rights I have under the warehouse receipts which I 
have issued. 

Mr. Knox. Isthat so stipulated in vour contract with the distillery ? 

Mr. Forman. I do not understand your question, sir. 
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Mr. Knox. In other words, if you have a contract to warehouse 
this liquor in order for you to get ownership, it must be by default. 

Mr. Forman. Under the terms of our warehouse receipt, any stor- 
age charges which are not paid within 90 days are in default, and then 
we can proceed by either public or private sale to acquire that whisky. 

Mr. Knox. That is a part of your contract. 

Mr. Forman. That is right. 

Mr. Knox. That is all. 

The Cuatrman. We thank you for your appearance and the testi- 
mony you have given the committee. 

The committee will stand in recess until 10 o’clock in the morning, 
at which time the opponents will have an opportunity to be heard. 

(Thereupon at 3 p. m., a recess was taken until Wednesday, April 1, 
1953, at 10 a. m.) 
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WEDNESDAY, APRIL 1, 1953 


House oF REPRESENTATIVES, 
CoMMITTEE ON Ways AND MEANS, 
Washington, BP. G. 

The committee met, pursuant to notice, at 10 a. m., in room 1102, 
New House Office Building, Hon. Daniel A. Reed, chairman, presiding. 

The Cuamman. The committee will come to order. 

The committee is ready to resume hearings on H. R. 1215, introduced 
by Mr. § Savlor. of Penn sylv: ania. Yesterd: ay we heard the proponents 
of the legislation. Today we are scheduled to hear the opponents. 

It is the hope of the committee that we will be able to complete 
the testimony today. Accordingly, I will ask the witnesses to keep 
their presentation to the minimum time needed. 

The first witnesses will be Mr. Dan L. Street. and Dr. Frank Ship 
man of Brown-Forman Distillers, of Louisville, Ky. If you will give 
your names, official titles, and capacities in which you appear, we will 
be very glad to hear you. 


STATEMENT OF DAN L. STREET, EXECUTIVE VICE PRESIDENT, 
AND DR. FRANK SHIPMAN, VICE PRESIDENT AND TECHNICAL 
DIRECTOR, BROWN-FORMAN DISTILLERS, LOUISVILLE, KY. 


Mr. Srreer. Mr. Chairman Reed, my name is Dan L. Street. I live 
in Anchorage, Ky., and I am executive vice president of Brown-For- 
man Distillers Corp., an independent Kentucky distilling company 
which was organized in 1870 and which is located in Louisville, Ky. 

I appear before this committee today on behalf of Brown-Forman, 
and in view of the statements which were made yesterday with respect 
to certain Canadian companies which were also and are opposing this 
bill, I would like to state at this time, so that the committee will know 
throughout, that my company does not have any imports of any kind. 

Further, I would like to say that my company is not a stooge of the 
Canadian companies. We have not let ourselves in any way to any 
sort of connivance on the part of any Canadian companies in connec- 
tion with our fight on this bill. We in Kentucky make up our own 
minds as to the right or wrong of a situation, and after we have once 
arrived at a conclusion, we are willing to fight for our own opinions 
to the bitter end. 

So it is almost laughable the suggestion that was made yesterday 
that in some way our Kentucky group, which is opposing this bill, 
has somehow been induced to do so because of Canadian interests. 

T also appear in the interest of American distilling companies which 
oppose the bond extension legislation, and whose annual volume of 
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sales accounts for approximately three-fourths of the American dis- 
tilling business. 

Mr. Mason. You state definitely that the opponents of this measure 
represent at least three-fourths of the dist illing industry of America ? 

Mr. Srrerr. I certainly and unequivocally do. 

Mr. Mason. Thank you. 

Mr. Srreer. At this point I would like to put into the record the 
names of those companies which have gone on record as opposing at 
this Lime the passage of the bond extension legislation. They are: 
Associated Distillers, Inc., California and Illinois 
Brown-Forman Distillers Corp., Kentucky 
The Calvert Distilling Co., oxi land and Kentucky 
Carstairs Bros. Distilling C Inc., Maryland 
Frankford Distilleries, Tne., Mi irvland and Kentucky 
Gallagher & Burton, Pennsylvania 
General Distilleries Co.. Kentucky 
Glenmore Distilleries Co.. Kentucky 
Grain Processing Corp., Towa 
Hunter-Wilson Distilling Co., Inc., Pennsylvania 
Paul Jones & Co., Inc., Maryland 
Julius Kessler Distilling Co., Inc., Indiana 
Kentucky River Distillery, Kentucky 
Laird & Co., New Jersey 
MeCormick Distilling Co., Missouri 
Merchants Distilling Co., Indiana 
National Distillers Products Corp., Kentucky, Ohio, and Pennsylvania 
Park & Tilford Distillers Corp., Kentucky and Indiana 
Joseph E. Seagram & Sons, Inc., Kentucky and Indiana 
A. Sinith Bowman, Virginia 
Stitzel-Weller Distillery Co., Kentucky 
Hiram Walker & Sons, Inc., Tilinois and California 

As pointed out yetserday, the present bond law became effective 
in 1894. Prior to 1894, wisky in bond had to be taxpaid at the end 
of 3 vears. In passing the present Jaw, Congress no doubt considered 
that in making the bond period 8 vears it had adequately provided for 
all future contingencies. 

I might say here, gentlemen, in order to conserve time, I have de- 
leted from my oral presentation certain material which appears in 
the printed statement which you have in front of you. It may be that 
you will have some difficulty in trying to follow me from that printed 
statement. 

The Cuamman. About how long do you think you will require / 

Mr. Srreer. Dr. Shipman and I will attempt to present the basic 
eroundwork of the entire case for us. We will take about 25 or 30 
minutes. We have deleted the appearances on behalf of 3 witnesses 
which you have on your list there and the other witnesses will take on 
an average of less than 10 minutes. 

The Catan. Thank you. Which witnesess are eliminated 
here ¢ 

Mr. Srreer. Mr. Jovee, Mr. Norman Toohohy and Richard O'Neil 
will not make personal appearances. They will file statements in the 
record. 

The CnarrMan. You will want to insert in the record this entire 
statement, will you not ? 

Mr. Srreer. Yes. That already has been filed with the clerk. 

The Cuatrman. Of course the illustrations cannot very well be 
printed, 
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Mr. Srreer. I understand that, of course. 

The Carman. Thank you. 

Mr. Srreer. Now, the 8-year bond period has proven to be a satis 
factory period from 1894 down to the present time. It has provided 
a workable and satisfactory basis for the material maturing of whisky 
in the American tradition. So far as we know, there has been no 
substantial force-outs in the past, and as we shall demonstrate here 
today, there need not be any substantial force-outs in the next few 
years. 

Because of the 1894 Jaw providing for the 8-year period, distilling 
companies operating in the United States have produced, warehoused, 
and aged their whiskies so that thev reach full m: iturity well within 
the 8-year period. As a result, those companies have successfully 
merchandised and sold their whiskies before the termination of the 
8-year period. For almost 60 years this workable and practicable 
law has shaped and conditioned industry operations, financing, and 
marketing. 

The first serious suggestion that the 8-year bond period should be 
extended came last spring with the introduction of Mr. Eberharter’s 
bill, H. R. 7651. That bill, which in substance was identical with the 
present Saylor bill, remained dormant in this committee until 2 or 3 
days before the close of the last session of Congress. Because it was 
thought by those in the industry who op yposed the bill that it would 
be given no serious consideration by this committee due to the extreme 
pressure of other matters, not a great deal of opposition was expressed 
to the bill. When the bill was finally considered it was voted out by 
this committee without a hearing and without an opportunity for 
those opposing the bill to express their views with respect to it. The 
bill remained on the unanimous-consent calendar of the House until 
Congress adjourned. Soon after the opening of this session, Mr. 
Saylor introduced H. R. 1215, followed by Mr. Celler’s introduction 
of H. R. 1805. Both of these bills provide for the extension of the 
extension of the bond period from 8 to 12 years, to affect all the whisky 
in bond at the time of the effective date of the act in the case of H. R. 

1215 and shortly after the effective date of the act in the case of H. R. 
1805. This hearing is being held at the request of the numerous com- 
panies who oppose the passage of either of these bills. 

At the outset it should be stated that this is an unseemly fight 
within the industry itself. Concededly the proposed legislation will 
not affect. governmental revenue nor is it in the public interest. Only 
the whisky industry is affected, and it is a grave misfortune that a 
matter so unsuitable for legislation should consume the time of this 
committee. We know that the real problem facing the industry con 
cerns our need for an adequate excise-tax adjustment. However, we 
cannot ignore the proposed legislation because it vitally affects our 
business and our interests. and therefore we are here voicing our 
unalterable opposition to the proposed extension legislation at this 
time. 

In order for the committee to determine the right and the wrong 
of the issue presented, it 1s necessary for the committee to consider 
which companies stand to gain a competitive advantage by the pass- 
age of the proposed legislation, and whether these companies have 
been truly mindful of the industry’s overall welfare. Once that 
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fundamental fact is determined it will be clear why only a very few 
companies are the legislation’s strongest advocates. 

The contention has been made that a pressing immediate emergency 
exists, that there will be a substantial force-out of whiskey this year 
and the next, and that over the period of 8 years vast quantities of 
whisky will be forced out of bond resulting in financial inconvenience 
to companies within the industry. The claim is that Congress must 
grant relief in order to avoid utter chaos. We shall show, on the con- 
trary, that there is no genuine emergency at this time and that no 
whisky should be forced out of bond in the next few years. 

When we say that no whisky should be forced out of bond we mean 
that opportunities have existed in the past, and will continue to exist 
in the future, to sell the whisky involved either in bulk or in glass 
at no loss to the owner. There is no valid reason why any of this 
whisky should be involuntarily taxpaid under distress circumstances 
when it becomes 8 years old. 

First, let us consider the total overall supply of whisky now in bond. 
Numerous charts have been prepared by the proponents of this legis- 
lation attempting to demonstrate that there is a vast oversupply of 
whisky which will result in the involuntary forceouts claimed by them. 
These charts have varied in assumptions and in detail, and also as to 
the amount of whisky claimed to be forced out. The simple truth is 
that we now have approximately a 714 years’ supply of whisky if we 
assume that the rate of usage remains at the current level, although 
there is every indication that the rate of usage will be higher in future 
vears. The following chart shows the status of whisky stocks in the 
United States from the pre-Korean date down to the present time. 

That chart is on the opposite page of page 5 and it is available here 
for easy appearance to either group. 

Now +p lease note, gentlemen, that prior to Korea we had 643 million 
gallons in storage, which, based on the rate of usage then amounted 
to something over about an 8-year supply of whisky. Now the usage 
has gone up 24 percent so that the number of years’ supply is down 
8 percent and we now have only a 714-year supply on hand, based on 
the current rate of usage. 

I want to point out also that that results not because of increased 
consumption, because consumption is down, but because of the in- 
creased use of straight whiskies in bottling in this country over the 
last 2 or 5 years. 

Can this whisky in bond be liquid: ited over the next 8 years? We 
are positive that it can, but the truth is that no one can predict ac- 
curately the rate of usage over the next 8-year period. Any assump- 
tions made would be speculative. There are too many unknown fac- 
tors which can have a very direct bearing on the rate of usage. For 
instance, it is the belief throughout the industry that a tax adjustment 
must be made so that the applicable excise tax will be $6 a gallon, 
which rate of tax would allow the industry to win back business which 
has been lost to the moonshiner and the bootlegger. If such an ad- 
justment is obtained, it is obvious that consumption of legal taxpaid 
goods will increase substantially and usage will surge upward accord- 
ingly. In that event there would certainly never be any need for bond 
extension legislation. 

On the other hand, if economic conditions change, and inventories 
should ever become a problem, the entire industry would ask for relief. 
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It is questionable whether the relief would be in the form of the 
legislation now proposed. 

‘Therefore, there is no need to speculate unduly concerning what 
may happen in the distant future. Particularly is this true since we 
can foresee the events over the next 2 or 3 years with a reasonable 
degree of certainty. If there is no emergency over the next 2 or 3 
years, then surely there is no need for this committee to consume its 
time considering legislation which has no practical application now. 
We emphatically state that there is no problem within the foreseeable 
future and no whisky should be forced out of bond within the next 
2or3 years. This can be easily demonstrated. 

The only whisky which could become 8 years of age during 1953 
and 1954 is whisky which was produced in 1945 and 1946. That whisky 
is the most valuable whisky which has been produced by the industry 
inmany years. You gentlemen will undoubtedly recall that in October 
1942 the industry was completely closed down and thereafter for 2 
years only industrial alcohol was produced for the Government. In 
August 1944 and January and July 1945, “holidays” were granted and 
beverage alcohol was produced during those months. Beginning in 
September 1945 production of beverage alcohol was permitted on a 
very limited basis through the medium of grain allocations to the 
various units in the industry. These limitations continued until the 
middle of December 1946 when all restrictions with respect to the use 
of grains other than rye were lifted. Restrictions on the use of rye 
continued until July 1947. Since that time the industry has been able 
to produce without restrictions except for a period of about 3 months 
in the latter part of 1947. 

You gentlemen will recall the shortages which existed all during 
the war and the period following the war. There is no need to remind 
vou that the first whiskies which were produced following the shut- 
down period during the war were very valuable whiskies and would 
largely determine competitive conditions in the years to follow. 
Therefore the suggestion that the whiskies which were produced in 
1945 and 1946 have not been, and coula not have been, successfully 
sold or merchandised up to this point, and cannot be satisf: wtorily 
disposed of over the next 2 years, is plainly without any foundation in 
fact. That this is true can be shown in two ways. 

As was made clear yesterday by Messrs. Flashman and Todes, who 
are whisky brokers, whisky warehouse receipts are constantly traded 
in so that definite market values have existed at all times on bulk 
whiskies of all ages, including of course the 1945 and 1946 distillations. 
Certainly the cost of produci ing those bulk whiskies plus carrying 
charges did not exceed $1.50 per gallon. Yet, for years the market 
value of those whiskies has been substanti: ally in excess of that amount 
as shown by the following chart. 

Gentlemen, if you will read down from the top, you will take up 
the spring of °45, the fall of °45, the spring of “46, and fall of 46. 
Then, of course, to the left, the market values which have been in 
existence with respect to those whiskies from the fall of 1948 through 
the fall of 1951, a period of 4 years. Now, please note, if you will, 
that the market value of the spring of ’45, whisky has been in excess of 
$7 a gallon right straight on through, a very h: andsome profit. The 
fall of 1945 whiskies have had a market in excess of $5 a gallon right 
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straight on through. The spring of 46 whiskies have gr aduated from 
$3.50 a gallon up to almost $5 a gallon and the fall of 1946 whiskies 
have graduated from $2.50 a gallon to almost $4 a gallon. 

These figures, incident: lly, gentlemen, are figures which we have 
taken from Mr. Flashman's own releases, the gentleman who appeared 
before you yesterday. We deliberately take his figures with respect to 
market value because we did not see how possibly they could be 
questioned. 

For many years speculative owners of 1945 and 1946 whiskies have 
been able to sell that whisky in bulk at a very handsome profit. If 
some few chose not to do so, the reason must have been that they 
thought that an even greater speculative profit coud have been ob- 
tained by holding onto them for a longer period of time. That can 
be the only reason why speculative owners still hold any of the 1945 
and 1946 distillations. 

Then, too, consider the bottling of the 1945 and 1946 whiskies. As 
those whiskies became 4 years old they were extremely valuable in 
the bottling program of the various merchandising companies because 
by that time the prewar distillations had been practically exhausted. 
As the postwar distillations mature, the straight whiskies began to 
gradually capture a part of the market which they had formerly en 
joved. Thus, all of the 1945 and 1946 whiskies have been needed badly 
and if they have not been used up to this time, it has been because 
the merchandising owners of those whiskies thought that a distinct 
competitive advantage could be obtained by holding these whiskies for 
a longer period, 

This chart shows several tremendously interesting facts. I would 
like you gentlemen to watch it very carefully, if you will. Gentlemen, 
this compares the holdings of whisky in bond on June 30, 1947, with 
the whisky in bond on December 31, 1952, the last date on which we 
have any record. 

On June 30, 1947, there was almost 110 million gallons in bond which 
was 5 years old or older. Now, on December 31, 1952, there were only 
94 million gallons in bond 5 years old or older. Some 15 million 
gallons less or 14 percent less old whisky in bond on December 31 of 
this last year than was in bond 5 years ago. 

I also call your attention to the fact that the rate of usage in calendar 
1952 was about 95 million gallons in excess of the total whiskies in 
storage over 5 years of age. In other words, the industry as a whole 
now has on hand only about 1 year’s supply of whisky which is over 
5 vears of age. 

Now, in 1947 the industry had some 15,000,000 gallons more of 
whisky on hand which was 5 years old or older than it had on Janu: ry 
1 of this vear. Was there any suggestion in 1947 that it was neces- 
sary to have an extension of the bonding period? Did anyone have any 
difficulty in disposing of the stocks of the aged whisky then on hand ? 
The answer of course is plain. All of those whiskies were bottled out 
of the normal course of business without the necessity of so much as 
one gallon being forced out of bond. It is equally true that there is 
no necessity for any of the 1945 and 1946 whiskies being forced out 
of bond if the companies owning those whiskies simply start bottling 
their oldest whiskies first in accordance with the practice generally 
prevailing in the industry. ; 
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The conclusion is inescapable that the 1945 and 1946 distillations 
now in bond were deliberately withheld from the market by their 
owners. 

Since it is true that there is no emergency, why is it that the pro- 
ponents of bond extension legislation have so strongly urged its con- 
sideration and passage? The simple truth is that what the two major 
proponents—Schenley and Publicker—seek is a terrific competitive 
advantage. These companies have followed the pattern of bottling 
whisky currently 4+ years of age, and hoarding in inventory whiskies 
of advanced age, in order that if the proposed legislation becomes law 
they will be ina position to merchandise, and try to dominate the mar 
ket. with 9, 10, and 11-year-old whiskies in the near future. 

As is known to a great many of you, the State of Kentucky makes 
available specific data with respect to whisky ownership, withdrawals, 
tax payments, and so forth. This has resulted in the dissemination 
of the well-known Liberty National Bank reports with respect to Ken- 
tucky holdings. The accuracy of the figures contained in those reports 
has never been questioned. 

The following tabulation developed from the Liberty Bank reports 
shows conclusively that Schenley has been hoarding its older whiskies 
and at the same time bottling whiskies currently coming 4 years of 
age. 

Gentlemen, if you will watch that tabulation for just one moment, 
it starts out with the Schenley inventory on hand in its warehouses 
and then it takes up the inventory ending December 31, 1950, the re 
sulting inventory, and then we take up the withdrawals for the fol 
lowing year. Now, please note that in calendar 1951 Schenley with 
drew from bond approximately 187,000 barrels of whisky. Now, did 
it bottle those whiskies out of its oldest inspections? It did not. It 
could have used all of its 1944, 1945, and all of its 1946 whiskies in 
those bottlings if it had chosen to do so. But instead of doing that, 
please note that of the 186,000 barrels, 110,000 barrels were 1947 whis- 
kies, not whiskies of older inspections. 

Now, that permitted Schenley to carry forward 25,000 barrels of 
1945's, 75,000 barrels of 1946’s, and 170,000 barrels of 1947 whiskies. 

Now, what happened in the next calendar year? Exactly the same 
story. They withdrew from bond up to 235,000 barrels and instead 
of bottling out _— ‘ir oldest inspections, the majority of it or about half 
to say the least, or 106,000 barrels came from 1948 whisky, permitting 
Schenley to carry ‘masa 1945 distillations, about 8.000 barrels, 40,000 
barrels of 1946's, and 126,000 barrels of 1947 whiskies. 

The only possible conclusion is that Schenley has planned to have a 
continuity of old whiskies in order to have greater stocks on hand in 
the event of the passage of this legislation. If there is any emergency, 
it isa contrived emergency for Schenley. 

While detailed reports such as the Liberty Bank reports are not 
available in connection with any other State where whisky is pro- 
duced, yet the overall withdr awal pattern is available from the Alco- 
hol and Tobacco Tax Division releases. These figures would indi- 
cate that the proponents of the bill have followed substantially the 
same pattern in certain other States that has been followed in Ken- 
tucky. 








90 EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 





The advantage to Schenley and other proponents would be that 
they could soon merchandise whisky greater than 8 years of age, 
whereas other companies such as my own company would not have 
aged stocks on hand and could not possibly compete under such cir- 


cumstances. 

The claim is also advanced that whisky improves with age, and 
that in effect a whisky, say, 10 years of age is approximately twice 
as good as a whisky 5 years of age. This argument has been ad- 
vanced as a desirable feature of this legislation. Because of the 8- 
year bonding law, American companies have traditionally produced 
and aged their whiskies so as to reach full maturity well within the 
8-year period. The facts with respect to maturation will be developed 
by Dr. Frank M. Shipman and I now turn this presentation over to 
him. 

Since he is quite modest and will not tell you, I would like to say 
that Dr. Shipman has been one of the best known technical experts 
in this business for more than 15 years and will be able to answer any 
questions that you may wish to put to him. 

When he concludes, I will conclude my remarks. 

The Cuatmrman. I would like to ask this question at this point: 
You have heard the question asked about the improvement of whisky 
by its aging. What chemical change does whisky undergo that makes 
itso much better as it ages ? 

Mr. Streer. Mr. Reed, if you will permit Dr. Shipman, he will 
answer that question for you right now. 

The CHarrMan. Will you answer that for me, Dr. Shipman ? 

Dr. Sureman. Mr. Chairman, would you mind if I wait until I 
have read my statement, which covers quite a bit in regard to that? 
Then if there is anything else I might have left out, I would be glad 
to answer any questions. 

The CHatrMan. Very well, you may proceed. 

Dr. SuHrpman. My name is Dr. Frank M. Shipman. I am vice 
president and technical director of the Brown-Forman Distillers 
Corp. For the past 17 years I have been in charge of the research 
development and production for this company. 

I wish to testify on the changes that take place in maturing of 
whiskies and the effect of extended storage on the principal character- 
istics of whisky. 

I would like to preface my remarks by stating that I am limiting 
these remarks to those whiskies that are recognized by both govern- 
mental definition and regulations and by the trade, to what is com- 
monly called American whiskies, excluding from coverage in my re- 
marks all American corn whisky and imported products, that require 
different methods of production, processing, and storing. 

The accepted definition for these American whiskies is, a product 
distilled from a mash of grain at below 160 proof, deposited in new 
charred white-oak barrels at not over 110 proof. This product stored 
in such a maner as to give a finished product having a combination of 
flavoring ingredients. First, those which are physically derived 
from the grain flavor of the original distillate. Second, those which 
are extracted from the barrel. Third, others produced by chemical 
combinations of parts of the first two. 

The major premise of my testimony is based upon a simple fact 
That American whiskies, as we know them today, reach maturity dur- 
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ing a period of storage well within the present 8-year bond require 
ments. 

Maturity in a whisky is a point at which all of the flavoring ingre 
dients are in such a balance that no one or particular ingredient can 
be easily detected by the aroma or taste. Prior to maturity, the princi- 
pal flavor characteristics is that of the original grain distillate. After 
optimum maturity is passed, the prince ipal flavor characteristic is that 
of barrel extracts. 

In reality, whisky is almost a living thing. It is like fruit that has 
its peak of perfection at the right point of ripeness. It may be com- 
pared to the human life, which reaches a prime or peak of physical 
activity. And, although we have greatly extended the normal ex- 
pectancy of human life, we have never been able to greatly increase 
the period during that span in which a person is considered at his 


prime. 
The same thing is true of whiskies. They also reach a period which 
can be considered as prime. And in order to lengthen this period, 


changes in our methods of storing and cual would have to be 
developed and put into effect. 

The proof of the foregoing statements is not based only on personal 
experience and that of associates, but is completely borne out by three 
published articles on the subject of changes in whisky during aging. 
These are: 

(1) A Study of the Changes in Whisky Stored in Wood, by C. A. 
Crampton and L. M. Tolman, of Bureau of Internal Revenue; pub- 
lished in Journal of American Chemistry Society, volume 30, 1898; 

(2) The Changes in Whisky Stored for 4 Years, by Peter Valear 
and W. H. Frazier, also of Bureau of Internal Revenue, published 
in Industrial and Engineering Chemistry, volue 28, 1936; and 

Changes in Whisky While Maturing, by A. J. Liebmann and 
Bernice Scherl, of Schenley Distillers Corp., published in Industrial 
and Engineering Chemistry, volume 41, 1949. 

This last article represents a very accurate and « ‘omprehensive study 
on the mg ae Due to the large number of barrels represented in this 
study, it is of more sti itistical significance than the other two. <A 
repr int of this article is attached hereto as an addendum. 

(The article referred to follows:) 


{Reprint from Industrial and Engineering Chemistry, vol. 41, p. 534, March 1949] 
CHANGES IN WHISKY WHILE MATURING 
A. J. Liebmann and Bernice Scherl, Schenley Distillers Corp., New York, N. Y. 


The maturation of whisky represents a complicated chemical process influenced 
by a number of contributing factors. The changes which are taking place in 
the course of maturation have been made the subject of several prior investiga- 
tions which, however, were based on a number of samples which cannot be con- 
sidered significant under modern statistical procedure. Four hundred sixty-nine 
barrels of whisky, mostly bourbon and rye, were set aside periodically in lots of 
five during a period of 4 years. Samples from these barrels were withdrawn at 
regular intervals over a period of 8 years, and their significant characteristics 
were determined by analysis. The data so obtained were transferred to punch 
ecards and statistically examined. The means and standard deviations of eleven 
major constituents and characteristics of whisky were obtained for each age 
(period of storage) for all or most of the 469 barrels. The eleven characteristic 
properties of whisky used for an interpretation and definition of maturing were 
proof, total acidity, fixed acidity, esters, aldehydes, furfural, fusel oil, solids, 
color, tannins, and pH. The large samples permitted the calculation of disper- 
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sion limits. The average maturing characteristics of American whisky over an 
S-year period and results of the chemical and statistical examination of the entire 
sample group are shown. The possibility is indicated for use of the data as a 
basis for specifications for whisky 

This investigation of whisky while maturing represents a continuation of the 
work reported and published in 1948 (5). Results then given were in the nature 
of a preliminary report for the first 4 years of a total observation period of 8 years, 
which has since been terminated. The complete results and conclusions are here 
presented 

For the purpose of clarification of the intent of this study, it should be stated 
again that the quality of a beverage such as whisky is judged by the consumer on 
its properties affecting taste and odor. The development of a whisky is dependent 
on three fundamental production operations: fermentation, distillation, and 
maturing. This investigation is concerned solely with the last phase, maturing. 

The maturing stage begins immediately after distillation, as the new colorless 
whisky is drawn into charred oak barrels. The barrels are placed in bonded 
warehouses (constructed of wood, brick, or concrete) and usually permitted to 
remain for four or more years under variably controlled conditions of temper- 

ture and humidity The maturing stage ends with the withdrawal of the aged 
whisky from the barrels. 

Three fundamental environmental factors are intimately related to the de 
velopment of a whisky during maturing—temperature, humidity, and ventila 
tion. The barrel, serving primarily as a container, also acts as a semipermeable 
membrane and permits the passage of alcohol and water vapors from the interior 
of the barrel to the outside. This phenomenon is an integral phase of maturing. 
Under the conditions normally prevailing in storage warehouses—especially as 
to humidity and temperature—the barrel permits water vapor to escape at a 
faster rate than alcohol vapor. Consequently, there is a gradual accumulation 
of alcohol at the expense of water inside the barrel. Thus the proof of the 
contents rises with age. Many warehouses are constructed and equipped to al 
low positive control of this phase of the maturing process. 

During this period, the maturing whisky undergoes definite and intended 
changes in aromatic and taste characteristics. These changes are caused by 
three major types of reactions occurring continually in the barrel: 

Extraction of complex wood substances by liquid 

Oxidation of the original organic substances and of the extracted wood 
material 

Reaction between various organic substances present in the liquid to form new 
products 

The development of quality, therefore, consists of specific chemical and physi- 
eal changes in the properties of the liquid, some of which are relatively simple 
to determine. These properties, or characteristics, are commonly used as a 
guide to and measure of quality. Experience and observation have shown that 
abnormalities arising in one or several of the physicochemical characteristies 
generally will result in abnormalities of the taste characteristics of the liquid. 

Despite the importance of the maturing development to an industry with an 
estimated yvearly sales volume of about 5 billion dollars and with an excise 
revenue of more than 2.5 billion dollars to the Federal Government alone, only 
a small quantity of pertinent data have been made available by publication. 

The two previously published investigations originated in the laboratories of 
the Alcohol Tax Unit of the Treasury Department (2, 9). The techniques of 
sampling, analysis, and data presentation are almost identical in both cases, al- 
thought 28 vears separate the two investigations. 

The earlier work was based on 31 different barrels, all chosen from 3-month 
production in 1898. Most of these whiskies were distilled in types of stills now 
obsolete and stored in warehouses entirely different from those of today. The 
later work was based on 22 different barrels chosen from a 6-month production 
period of December 1929 to May 1930. Of the 22 barrels, three contained 
whiskies derived from such low-yield production as to indicate abnormal fermen- 
tation or distillation and thus result in atypical products. 

These highly skilled investigators worked under the handicap of being forced 
to rely on basie material and data furnished by producers not under their con- 





trol, and on conditions not subject to their direct supervision. In both investi- 
gations, the average values for each characteristic were determined, and the 
minimum and maximum values (constituting the range) were used to indicate 
scatter. The exclusive use of the range as a measure of dispersion must be 
treated with caution since it is subject to considerable individual variation. 
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Crampton and Tolman as well as Valaer and Frazier were forced either to in- 
dicate next highest or lowest values or to delete extreme values which were 
considered abnormal (3, 10). The subjective deletion of data, even when based 
on considerable experience, is a dangerous procedure. 

In contrast to these two studies the present work was based on a variety and 
number of samples which may be considered adequate for modern statistical 
calculations, 


SAMPLES 


Straight whisky is defined by the Treasury Department (8) as an alcoholic 
distillate from a fermented mash of grain distilled at not exceeding 160 proof 
and aged for not less than 24 months in charred new oak containers. Bourbon 
whisky is usually produced from a mash containing 60 to SO percent corn; rye 
whisky generally comes from a mash containing 51 percent rye. These two types 
inake up the greater portion of American whisky. 

For the purpose of this investigation, there were set aside, with the consent 
of the Alcohol Tax Unit of the Treasury Department and with certain provisions 
for periodic withdrawal of samples, a total of 469 barrels o: bourbon and rye 
whisky, produced during the years of 1937 to 1942. Groups of four to six barrels 
were allotted biweekly during the whole year of 1937, and similar or gradually 
decreasing quantities were allotted during succeeding years. 

Table I shows the general distribution of these samples with respect to mash 
type, distillation, characteristics, treatment, Ccooperage, warehouse, type, origin, 
and storage location. 

The 469 barrels constitute a comprehensive and representative cross section of 
the product obtained by the various methods used in manufacturing whisky. 

One-pint samples were withdrawn at the age of 0, 1, 3, 6, and 12 months and 
every 6 months thereafter up to the age of 4, 6, or 8 years. The samples were 
drawn by the plant chemists at the various distilleries and then forwarded to the 
central research laboratories for immediate analysis. 


ANALYSES 


Analyses were performed in most cases to determine the following character- 
istics: proof, total acidity, fixed acidity, esters, aldehydes, furfural, fusel oil 
(up to 4 years), solids, color, tannins, and pH. 

The first eight characteristics were determined in accordance with methods 
described by the Association of Official Agricultural Chemists (AOAC) (17). 

Proof.—A National Bureau of Standards calibrated hydrometer, graduated in 
0.2°, was used for indicating proof. Temperature corrections were made with a 
Bureau of Standards calibrated thermometer. 

Total acidity.—The method described by the AOAC was used without modifi- 
cation. The results are expressed as grams of acetic acid per 100 liters at 100 
proof. 

Fired acidity.—The AOAC method was used without modification. The results 
are expressed as grams of acetic acid per 100 liters at 100 proof. 

Esters —rThe distillate from a quantitative distillation through all-glass appa- 
ratus was saponified by permitting the sample to stand 24 hours at room temper- 
ature with excess sodium hydroxide. No blank was run. The excess sodium 
hydroxide was back-titrated with standard sulfuric acid. The results are ex- 
pressed as grams of ethyl acetate per 100 liters at 100 proof. 

Aldehydes.—The titrimetric method, based on an iodometric reaction as de- 
scribed by the AOAC, was used on the distillate obtained during ester determina- 
tion. The results are expressed as grams of acetaldehyde per 100 liters at 
100 proof. 

Furfural.—The AOAC method was used without modification. The results 
are expressed as grams of furfural per 100 liters at 100 proof. 

Fusel oil—The Allen-Marquadt method as described by the AOAC was used 
The carbon tetrachloride extractions and subsequent washings were done me 
chanically, and all distillations and reflux reactions were performed in all-glass 
apparatus. The results are expressed as grams of amyl alcohol per 100 liters 
at 100 proof 

Solids.—The solids were determined by evaporation and weighing the residue 
in a tared aluminum dish, as described by the AOAC, The results are expressed 
as grams per 100 liters at 100 proof. 
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Color.—The color of the sample was determined on a null-type photoelectric 
colorimeter, designed by the Schenley Laboratories. A 100-watt tungsten fila- 
ment lamp was used as a source of light which passed through a matched pair 
of Corning daylight color glass filters before striking the photoelectric cells. 


The sample was reduced to 100 proof, brought to 25° C., and placed in a cell 
which presented 1 inch of path for the passage of light. The instrument was 
calibrate to read directly in per cent transmission (7') based on water as 


100 The results are expressed in terms of color density (d=log 1/7’). The 
fact that all per cent transmissions, converted to decimal, give values which 
e less than one, results in negative logarithms for these, and thus a positive 
value is obtained for all densities. This method of measurement, of course, is 
only relative, but a relation to the Lovibond method or some other established 
scnie can be established readily 
Tannins.—TYhis determination is based on the Folin-Denis reagent which reacts 


specifically with compounds containing an oxyphenyl bond. This method was 
refined to conditions of optimum sensitivity (7) and used for tannin determina- 
tion in whisky. The results are expressed as grams of tannic acid per 100 liters 
at 100 pre of 

pll.— The pH was determined on samples reduced to 100 proof at 25° C. with 
a glass-electrode electrometer (Coleman Model 8C). The application and limita- 
tions of this determination were described in a previous publication (6). 

The un'ts for expressing all values in this study are grams per 100 liters 
calculated back to an alcohol concentration of 100 proof (except color, pH, and 
proof itself). For color and pH, the standard 100 proof was obtained physically 
by red: ction of the sample prior to determination. 

All samples were analyzed within a reasonably short time (less than 4 
weeks) after withdrawal, so that changes in glass were reduced to a minimum. 
Previous investigators had been forced by circumstances to permit their samples 
to be exposed to such influence—for instance, oxidation and the alkalinity of 
the glass—with the result that some of the characteristic properties underwent 
a significant change. 


STATISTICAL TREATMENT OF DATA 


The complexity, variety, and great volume of data necessitated the employ- 
ment of mechanical means of handling. Punched cards and standard sorting 
and tabulating machines were utilized. 

The data were recorded on master cards and transferred to specially designed 
punched cards, which facilitated the statistical analysis. 

The actual statistical treatment consisted of three sections. 

For the examination of the changes taking place in the whisky characteristics 
over the neriod of maturing, the arithmetic mean or average (1) was obtained 
for each factor at every age period. The variation about these averages was 
described by the computation of the standard deviations (4, 11). 

The results are shown graphically for each of the characteristics (Figures 1 
to 11). The averages (X) appear as a heavy line, and the scatter of values by 
light lines on either side. The latter represent the dispersion limits, determined 
by X + 20. Any barrel chosen at random will exhibit characteristics lying 
within this region with a probability of 95 percent (4, 11). 

Similar statistical calculations were made for groups identified by type, so 
that a tabulation was possible of the results for bourbon and rye whisky 
separately. 

Beyond this, the characteristics were tested for correlation with one another. 
Moreover, the effect on the values of certain constituents of production factors 
such as type of whisky, warehouse, and cooperage and treatment were considered. 


CHANGES OF WHISKY CHARACTERISTICS 


The two primary statistical functions of the whisky, previously referred to, 
were calculated at the various age periods for a number of barrels which differed 
ut various ages of the whiskies and averaged approximately 350 barrels. 

These data are given in Table II. Some of the values for the first 4 years 
differ from those given for the same period in the previous publication (5). The 
results given in the present study should be considered truer because they are 
based on a larger volume of data 
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For ready reference, Table II has been abbreviated and condensed into Table 
Ill. Again all figures are expressed as grams per hundred liters at 100 proof 
(except proof and pH) and represent the averages for the various ages. 

Proof.—tThe initial or bonding proof is determined by the distillers and is set 
customarily at 102 proof. The variation in proof of samples taken at age zero 
is accounted for by the fact that some of the samples were taken before barrel- 
ing and therefore before adjustment to 102 proof (Figure 1). 

A characteristic of change in proof is an initial drop which continues to an 
age of about 3 months. ‘This drop is caused by the residual moisture contained 
in the wood of the barrel. The initial proof is reached again at an age between 
6 and 12 months. From this point on there begins a linear increase, which is 
uniform, and equivalent to about 1.1° of proof per year. 

The average increase in proof of whisky over 4 years of maturing was found 
to be 3.4° proof, and over 8 years 7.5°. 

Total acidity.—A rapid increase in total acidity takes place during the early 
stages of maturing. During the first 3 months, the average acid content is 
increased fivefold. The increase continues at a high rate to an age of about 12 
months, and then the rate of increase becomes lower and gradually assumes the 
typical asymptotic approach (Figure 2) to a maximum value of 81.9 grams per 
100 liters observed after 8 years. The average increase over this period is 76 
grams per 100 liters. 

This maximum value for the average total acidity is of considerable interest, 
since it apparently represents the maximum amount of acid material which can 
be extracted from the barrel under normal storage conditions by an alcoholic 
solution, such as whisky, of 51 to 55 pereent alcohol by volume. 
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The facts are of considerable importance for the examination of the maturing 
of whiskies which have undergone special treatment before barreling, as reported 
later in this study 

Fired acidity ixed acids develop along the same characteristic lines as 
total acids, but the sharp initial rise during the initial storage period is consider- 
ably reduced (Figure 3). The entire fixed acidity normally is due to extraction 
of material from the barrels It has been suggested (5) that some of this 
material may undego degradation processes, thereby adding to the volatile acid 
content, but this theory has not been confirmed experimentally. Another investi- 
gator (9) believes that some volatile acids are obtained from extraction processes, 
but does not furnish experimental proof. 

Undoubtedly, the extracted material undergoes oxidation processes, and is 
subject to other chemical reactions which may result in additions to the volatile 
acid content. The aromatic nature of these constituents are of some importance 
as contributors to the quality of the final product. 

Under normal conditions, new whisky has a fixed acidity of zero. Table II 
shows at that age, a content of 0.8 gram (calculated in acetic acid) per 100 
liters at 100 proof, and Figure 3 also indicates this level. The apparent dis- 
crepancy is due to the fact that a part of the production was treated with toasted 
oak chips before barreling, thereby imparting these characteristics to the new 
whisky. The earlier publication shows the initial fixed acidity at 2 grams per 
100 liters. As previously pointed out the earlier results were based on a sample 
size of 108 barrels, whereas the present work is based on examination of more 
than four times the size of the sample, or 469 barrels. The process of treating 
whisky was practiced to a small extent during a short period immediately follow- 
ing repeal (1933), and only a small proportion of whisky stored during 1937 had 








been undergoing a treatment (with oak chips) before barreling. All the samples 
of this kind are part of the 108 barrels reported in the first article (5), and the 
361 additional barrels included in the entire study are normal (untreated) 
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whisky. This is reflected obviously in the newer averages, which therefore 
represent a large preponderance of normal whisky. 

The average value for fixed acidity at age 4 years for the large sample size 
is ¥.4 grams per 100 liters, and at 8 years of age, 9.7 grams per 100 liters. 

This figure is not only lower than the one previously reported, but also is lower 
in comparison to figures found by other investigators. This discrepancy is due to 
several factors: 

First, the whiskies examined before and directly after prohibition came from 
barrels stored predominantly in old type rack warehouses, where the whisky 
Was exposed, at least during certain periods, to higher temperatures than in the 
present majority of concrete Warehouses. In these modern structures tempera- 
tures can be regulated better and are generally held somewhat lower than in 
former years. 

The second influence is the choice and quality of barrels; these are more 
carefully selected in modern whisky production than previously. Finally, other 
investigators based their reports in many instances on single barrels, or at least 
such small numbers that any individual barrel with high acidity might easily 
have influenced the given result. In the present study, by the application of the 
indicated statistical procedure, the variation in results is accounted for and the 
averages are representative. 

Esters.—The average increase in ester content over the first 4 vears of matur 
ing is 80 grams (calculated as ethyl acetate) per 100 liters and 48.1 grams over 
S vears (Figure 4) 

The increase in esters with age is probably the most regular and consistent 
of all the characteristics and therefore may be regarded as the most reliable 
ndex for determination of age 

An analysis of initial results of this study seemed to indicate that the ester 
content underwent a drop after barreling, and returned to the starting point 
only after about 3 months In view of the otherwise regular and consistent 
progress of ester formation with only a gradual lowering in the rate of increase 
over the entire 8 years, this apparent phenomenon, to which attention was called 
previously, Was further investigated On the basis of the larger sampling it 
became evident that the earlier observation was largely the result of chance 
occurrence and could hardly be considered in the light of complete results as 
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significant enough to warrant the assumption of an entirely new condition, which 
moreover required the establishment of a specific theory. 

ildehydes.—The rate of increase in aldehydes is greatest during the first 3 
years, and proceeds at an average for this period of 1.53 grams per 100 liters; 
the increase for the first year is 2.7 grams (calculated as acetaldehyde) per 
100 liters (Figure 5). The rate of increase after 3 years up to the age of 8 years 
is at the average per year of 0.2 gram per 100 liters and is practically constant. 

In all probability, the actual increase of aldehydes goes on at a greater rate 
but is partly offset as a result of evaporation. As the volume of the liquid in 
the barrel decreases, the evaporation of this highly volatile constituent becomes 
more pronounced. 

The total aldehydes at the end of 4 years is 6.1, and after 8S years, 7.0 grams 
per 100 liters. Both figures are somewhat lower than given in the previous 
study and also by other investigators. The general tendency in production of 
whisky has been toward a lower content of the usual constituents, and what 
is usually termed a lighter type of whisky. 

Furfural—Newly made whisky does not contain furfural. The content of 
this characteristic shown in Table II for age zero is due to the inclusion in the 
averages of the portion of whisky which has been treated with toasted chips 
before barreling. The greater proportion of this type of whisky in the first 
sampling (108 barrels) again accounts for a higher figure at age zero and other 
early ages, in comparison with the figures given in this study for the larger 
number (469 barrels) under investigation 
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Furfural is formed in the process of charring the barrel; extracts of uncharred 
oak wood show only traces of furfural. 

Since practically all the furfural is extracted during the first few months of 
storage, the increase after the age of 6 months at which point the average is 
1.6 grams per 100 liters is small (Figure 6). 

The average furfural content at age of 4 years is 1.8 grams per 100 liters, and 
at age of 8 years, 2.0 grams per 100 liters. 

Fusel oil.—The fusel oil (higher alcohols) constitutes an important component 
of whisky so far as character and quality are concerned. Its content is laregly 
determined by the method of distilling used. The high evaporation point and 
chemical sluggishness of this constituent are responsible for the fact that the 
riginal content at age zero remains practically unchanged, although a slight loss 
has been found to occur in most Cases. 

Since the absolute quantity of fusel oil remains practically constant, determi- 
nations were made in this study only up to 4 years of age (Figure 7). These 
results have already been given in the previous report. They are nevertheless 
repeated here for the sake of completeness. 

The apparent increase in fusel oil during maturing shown in the figures 
actually only an increase in concentration; the loss in volume 
by the evaporation of ethyl alcohol, 

The average increase in fusel oil concentration after 4 years of 
27 grams (calculated as amyl alcohol) per 100 liters at 100 proof 

Solids.—The solid content in whisky is derived from the wood of the barrel 
by extraction, unless the whisky has been treated with toasted wood chips prior 
to barreling. Since all whisky barrels are manufactured from a standard grade 
of white oak, the extracts are similar in character and impart to the 
product a definite and authentic quality. 
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Nearly half the solid contents reached over the 8-year maturing period is 
acquired during the first 6 months; after that the amount of increase decreases 
sharply and approaches a uniform rate after the age of 4 years. 

Because of these sharp changes the average increase for 8 years is almost 
meaningless. It is calculated at 200.9 grams per 100 liters, or 25.1 grams per 
year. ‘The figure of 8.7 grams per 100 liters at age zero is ascribed to the fact 
that a small percentage of the whisky had been treated with toasted oak chips. 
The average increase for the first year was 102.4 grams per 100 liters; of this 
79.0 was in the first 6 months and 23.4 in the second 6 months (Figure 8). 
The average increase for the next years, up to the age of 4 years, was 18.2 grams 
per 100 liters per year, and for the final 4 years, up to age of 8 vears, it was 
11.0 grams per 100 liters per year. The highest point reached was 209.6 grams 
per 100 liters at 100 proof 

Color.—Similar to solids, color is entirely due to substances extracted from 
the charred oak barrel Newly distilled whisky is colorless, and the treatment 
of a portion of the whisky before barreling is responsible for the figure 0.032 
at age zero. The color of the aging whisky changes gradually from colorless 
to light and deep yellow, then to amber, and finally to reddish brown (Figure 9). 

Since this development is due to progressive extraction from wood entirely, 
the development curve and characteristics are similar to those of total acids 
and solids. The rate of increase declines rapidly after the first six months 
of maturing 
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Tannins.—Wood extractives are solely responsible for the tannin content of 
whisky, the same as for solids and color. Therefore, the initial rapid increase 
is again followed by a sharp decrease in rate, although the break occurs some 
what later than in the case of solids. Observations during the first 4 years of 
maturing indicated a possibility of a steady linear increase, but the results 
of the succeeding 4 years showed the characteristic decrease in rate and asymp- 
totic approach as far the other characteristics. The value shown at age zero 
is again ascribable to the presence of a small quantity of treated whisky. 

The average increase in tannin content during the first 4 years of maturing 
is 47.3 grams (calculated as tannic acid) per 100 liters, and for 8 years, 52.3 
grams per 100 liters at 100 proof (Figure 10). 

pH.—tThe curve representing changes of pH is similar in characteristics to 
those describing properties derived from wood extractives—namely, total acidity, 
solids, tannins, and color except that its graph appears as a mirror image of 
these (Figure 11). This is due to the definition of pH, which concerns the 
reciprocal of the hydrogen-ion concentration. 

The initial rapid decrease is succeeded by a sharp drop in the rate of decrease 
after about 6 months, followed by the typical asymptotic approach after the 
age of 1 year. 

The minimum average value after 8 years of maturing is 4.20. The average 
decreases of pH during 4 years is 0.68 and during 8 years, 0.72. 


MATHEMATICAL REPRESENTATION 


In the previous publication of results observed over the first 4-year period, 
the hypothesis was established that three of the whisky characteristics—namely, 
total acidity, solids, and color—follow a hyperbolic form. The extension of 
this investigation not only confirmed the propriety of the use of this equation 
type for these three characteristics but indicated that the same form is applicable 
also to most of the other characteristics. 

As already indicated in the first and partial publication of the results of this 
investigation, the development of most of the whisky constituents (the majority 
of which are customarily referred to as congenerics) can be represented by the 
following hyperbolic formula: 


t 
7] +0 
at bt 
where f¢ age in months; y value of characteristics ; yo Vulue of chu 
acteristic at ¢t o; and a, b constants. The values of a and b can be found 
readily since t/y — yo is a linear function of t—namely, t/y yo a-+ dt 


The method of least squares (1/1) was used in determining a and b. 
Table 1V shows the close agreement between values calculated from these 
equations and those determined by actual chemical analyses (observed values) 


CORRELATION OF WHISKY CHARACTERISTICS 


The importance of the correlation between the characteristic constituents has 
been indicated by some of the previous investigators, especially Crampton and 
Tolman (2). The technical and statistical data available to them were probabl) 
insufficient to permit the establishment of a mathematical interdependence 

The relationship, as it was found to exist, is undoubtedly of considerable 
practical importance. In the manufacture of the whisky, it will be possible to 
influence a given factor, which is important for final quality but difficult to 
control during production by the manipulation of one of the closely related 
factors which can be changed readily. The analysis may be shortened for 
rapid tests or quality control by examination of only one of the pairs of closely 
related constituents. Finally, the existence of close relation between certain 
characteristics in normally matured whisky will make it possible in some in 
stances to detect artificial manipulation and falisification. 

Crampton and Tolman place great importance in this application, believing 
it of great value in the determination of the adulteration of commercial whiskies 
The findings presented here confirm this possibility but caution should be ex- 
ercised especially where conclusions are made concerning the age of the in 
vestigated product based solely on the relation between the various constituents 

For the purpose of determining relations between values of the characteristics, 
seatter diagrams (11) were first set up for all possible pairs of congenerics and 
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these actually indicated linearity of relations. One of these scatter diagrams, 
showing the relation of total acids and esters, is shown in Figure 12 

As a consequence, the correlation coefficients were calculated. (Statistically, 
if the possible relation between two variables can be assumed linear, the cor 
relation coefticient, r, will determine the amount of such relation which exists 
The value of r will lie between land +1. The value r +] indicates perfect 
direct relation, r = —1, perfect inverse relation. ) 

It was found that proof and aldehydes are two independent variables. In this 
connection, it should be noted that in the early article by Crampton and Tolman 
(2), the statement is made that changes in proof and volume are important in 
their bearing on the changes taking place in substances contained in the w hisky 
Such a relation would have been difficult to understand from the purely chemica 


ions of proof vith con 


viewpoint The authors’ results concerning correla 
stituent substances indicate no such interdependence Proof appears to have 
no bearing on changes in the various congenerics 

Characteristics which were found to be highly correlated were: total acids 
and esters: solids and tannins: solids and color; and tannins and color. Relation 
was also established between total acids and solids, total acids and tannins, and 
esters and solids 


SPECLAI rREATMENT OF WHISKY 


Attempts have been made from time to time to alter or influence the natural 
maturing process of whisky by the application of various methods of treatment 
either before or shortly after barreling. The purpose of this precedure is to 
impart to the newly made product, within a short time, some of the important 
characteristics which are normally acquired through the extended aging process 

The practice of so-called quick-aging was of some importance during the 
period immediately following the prohibition period, which brought about an 
almost complete exhaustion of aged whisky. 

The special treatments then applied, have since been completely abandoned by 
practically all distillers. The effect of treatment was at one time of considerable 
importance and is of general interest. 

The treatment can be applied to the newly made product by means of per 
colation over toasted white oak chips before barreling, or by heating the newly 
barreled product shortly after barreling either with or without the addition of 
toasted chips. 

For this study, comparisons were made of a group of seven barrels of whisky 
which had been treated with toasted oak chips before barreling and eight barrels 
of the same whisky not so treated. All fifteen barrels were of the same manu 
facture, and stored under identical conditions. 

Some smaller groups of other whisky in different distilleries and warehouses 
were tested similary, but because the results were largely confirmatory, only data 
obtained from the first and largest group are here reported (Table V). 

Chemical analyses were made for samples drawn at regular intervals from 
age zero to 4 years. The values in the table represented the average of the un 
treated and treated members of the group. 

Statistical analysis of results for treated and untreated samples showed no 
significant difference (4) between values for proof, aldehydes, esters, furfural, 
and pH. No significant difference is shown in the ester values throughout the 
aging period—that is, the esters for the treated whisky continue to increase at 
the same rate as for the nontreated. The development of the esters, which 
contribute to the characteristic aroma of whisky, thus is not stunted in any way 
by the addition of chips. 

On the other hand, a significant difference, shown for color, solids, total acids. 
and tannins, disappears after the 3-year period. Total acids show no significant 
difference at early as after the first month. The results for tannins are all 
higher for the chip-treated whisky, but not significantly so after 12 months 
Therefore, any contention that the tannins in chip-treated whisky accumulate 
abnormally as the aging continues is disproved. Similarly, the solids content 
is higher for chip-treated whisky, but no significant difference is shown beyond 
18 months. Such differences as are shown after 18 months of age are attributed 
to sampling fluctuations. The values for the chip-treated whisky approac! 
those for the nontreated by the thirty-sixth month of aging, so that no excess 
of tannins or solids occurs which would militate against the taste. 

For color, which is reported in per cent transmission (transparency), all 
values for chip-treated whisky were lower (color more intense) but after the 
3-year period the significance of the difference is doubtful. Thus, while the 
addition of chips intensifies the color of the whisky at the start, the ultimate re 
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sults are products which are alike with respect to color whether with or without 
chip-treatment. The coloring of the chiptreated whisky occurs in advance of 
normal aging. At first its depth is 1 month ahead of time. At 1 month, it is 
equivalent to that at 3 months for normally aging whisky. Beyond that, the 
color is 6 months ahead up to 86 months where an asymptotic approach to a 
common value begins in both cases. 

As it has been shown already that some of the characteristics are closely related 
to those which can be controlled by means of chip treatment, this procedure would 
seem to offer a tool for influencing other characteristics which are considered 
of importance to the quality of the final product. 


COMPARISON OF TYPES 


The results reported for this entire study were carried out preponderantly 
with bourbon whisky. The two main types of whisky, bourbon and rye, do not 
show significant ditferences in their constituents which can be ascribed to the 
type of grain predominantly used in the mash. Other factors in the distilling 
operation are of greater influence on the constituents than the types and propor 
tions of original grain. 

As a rule, the difference in the proportion of grains used for the various types 
is not as great under modern practice as before prohibition, but even in cases of 
extreme uses of one grain or another (corn or rye), chemical analysis cannot find 
the difference which organoleptic eXamination (by taste and smell) is able to 
detect. . 

The differences in characteristics pointed out by other investigators are chiefly 
due to production procedures, especially distillation, and maturing conditions, 
Crampton and Tolman (2) state in their conclusions that rye whiskies show a 
higher content in solids, acids, esters, ete., than do bourbon whiskies, but this is 
explained by the fact that heated warehouses are almost universally used for 
maturing of rye whiskies, and unheated warehouses for the maturing of bourbon 
whiskies. 

The conditions referred to by these investigators have long since changed mate- 
rially. All factors important for maturing are carefully controlled in modern 
Wiarehouses, and consequently the differences referred to in the above quotation 
ure no longer encountered. 

The results of such studies made in this investigation as concern differences in 
type are entirely consistent in this respect. 

The comparisons made were under identical conditions as to distilling, treat 
ment, cooperage, and location; 24 barrels equally distributed between bourbon 
and rye were observed. These barrels were divided for the two types of whisky 
into groups, homogeneous as to distillery, treatment, source of cooperage, and 
warehouse construction. 

The results of this comparison are given in table VI. 


EFFECT OF WAREHOUSE CONSTRUCTION 


To test the possible effect of different warehouse constructions on the maturing 
whisky, samples were examined from barrels of whisky homogeneous with respect 
to all other factors. 

The figures in table VII represent average values obtained from 50 barrels 
These barrels were divided, for the two types of warehouses—concrete and rack 
(wood)—into groups homogeneous as to type of whisky, treatment, cooperage, 
and distillery. No significant differences in the characteristics could be found 
The only exceptions were the values for proof which were higher for barrels in 
rack warehouses than for corresponding members of the group in concrete ware 
houses. This difference can be ascribed to higher temperatures which prevail at 
least in the upper sections of the rack warehouses. 

The absence of a decided difference between the two types of warehouses can 
be ascribed to the fact that both types were of relatively modern construction 
and temperature controlled as far as heating and ventilation permitted. 


EFFECT OF COOPERAGE 


The effect of cooperage was studied in two distilleries where it was possible 
to set aside homogeneous groups differing only as to the source of cooperage. 
Conditions made it difficult to establish corresponding groups of equal size. In 
one instance the sample sizes were two and four, and in the other, two and 
eight. Consequently, the significance of the results should be judged accordingly. 
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In distillery I, the results from manufacturers MV, and M, showed little differ 
ence. This is not surprising, as all barrels were ordered to specifications and 
were accepted only after close inspection. Nevertheless, the proof in M, barrels 
was always higher, indicating greater permeability for water vapors, and in the 
same barrels, higher values appeared for furfural, color, and pH 

In distillery II, barrels from manufacturers M; and M, showed only slightly 
different results. Higher values appeared consistently for barrels from M,; for 
total acids, esters, solids, tannins, and color. Obviously, differences either in 
qualities of the wood or degree of charring or both were responsible. 


SUMMARY 


A systematic study has been made on a representative sample (469 barrels) 
of the changes occurring in American whisky while maturing 

The changes in American whisky while maturing over a period of S years are 
given in a table of eleven characteristics. 

Most of the important characteristics of whisky undergo changes due to or 
influenced by substances extracted from the barrel. The extraction of these sub 
stances is greatest at the beginning of the storage period and decreases at a 
gradually diminishing rate. These changes are mathematically expresssed by 
a hyperbolic equation representative of the asymptotic approach to a maximum 
value 

A close correlation has been shown between several characteristics, especially 
between total acidity and esters 

The choice of grains has a relatively small influence on the chemical composi 
tion of whisky. 

Changes while maturing in different types of whisky (bourbon and rye) are 
similar 
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Mr. Surpman. A study of the charts on the change in concentra 
tion of acids (see Addenda, p. 537) shows that the major increase is 
accomplished well within a 4-year period. The same thing is true of 
the other ingredients as shown on the charts on pages 558 and 539 
on aldehydes, furfurals, tannins, and solids. Only esters continue 
to show appreciable increases. This is due to a slow and continuous 
chemical reaction between the acids and alcohols present. Fusel oil 
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radu: ally increases for the entire pe riod of stor: uge, due only to a con- 
centration caused by the evaporation of water and alcohol. These 
charts also show that there is little change in the composition of 
whisky after it reaches what has been referred to as maturity. These 
small changes are largely due to concentration caused by ev: iporation. 
In other words, whiskys can improve but little, if any, after maturity 
has been reached. The experience of all those who have worked on 
this problem has been that our present-day American whiskies reach 
maturity within the 8 years’ bond requirements. 

You may question as to whether the statements that I have made 
apply to all of the American whiskies that are in storage today. I 
personally know of no American whiskies that would not fall under 
the classifications covered previously. Certainly, very little of our 
whisky in storage today could have been made and stored with any 
dea other than its withdrawal and merchandising prior to expiration 
of the 8-year bonded period. 

I have been asked as to whether it would be possible to produce and 
store whisky for longer pe ‘riods of time up to 12 years of age and 
have a product that would be comparable to what. we consider today’s 
inatured whisky. Yes, it would probably be possible to develop the 
necessary procedures. The whisky could be produced and barrels 
could be made differently than they are today. This whisky would 
have to be stored under different conditions than has been the general] 
practice for quite some time, for their rate of maturity would have 
to be slowed down so that the product at the end of 12 years would 
have the comparable maturity of the current 5- or 6-year-old 
whiskies. 

Such a program would be extremely expensive at the production 
level. Inventories would have to be anticipated for this longer period 
ot time. Increased inventories would be required if we assume that 
the average age at the time of bottling would gradually increase 
irom 6 years to 10 years. 

The increase in inventory would be: first, that necessary to fulfill 
the 4 additional years’ requirements. This would amount to a 6624 in- 
rease over that normally carried at the present time. Second, addi- 
tional whisky would have to be put into bond in order to cover the 
increased outage from the barrel due to the longer period of storage. 
This would amount to a little over 20 percent. The total of these 2 
would demand an increased starting Inventory of over 86 percent 
more than is presently needed. 

This would necessitate more warehouses and a much greater invest- 
inent in inventory. All of this to no avail, because under these new 
and extended processes the correct maturity would only be delayed 
and not improved. 

I would like to say something about a statement that was placed in 
the record yesterday regarding a statement that was made by Mr. 
Jovee Garvin Brown in 1894. I believe the statement that was put 
in read something like this, that whisky was infinitely better at 10 
vears of age than it was at, I believe, 8. That was true in those days. 
But I hope that the distilling industry has in some ways kept pace 
with the industrial and technical development which has gone on in 
other industries since 1894. We would like to compare it to the trans- 
portation industry. We have better selections of grain. We can pick 
them up from farther distances today. We have better methods in 
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our plant and better equipment. We have increased the yield of 
whisky too from 4 to 414 gallons per bushel of grain mash to bet ween 
184, to 5 gallons per bushel of grain mash. 

The concentrated grain flavors i in the distillate reanired additional 
barrel extracts in 1894 to balance them. I want to answer that one 
at this time. 

The CnatrrmMan. Have you completed your statement / 

Mr. Suipman. Yes. 

Mr. Srreer. If there are no questions of Dr. Shipman, I would lke 
to proceed with my statement at this time. 

The Cuarrman. You may proceeed. Please give the committee the 
page reference as to where you are resuming. 

Mr. Srreer. I am at the bottom of page 12 of the prepared statement. 

Now, if the proposed legislation becomes law, the attempt will be 
made to delude the American public into believing that the greater the 
age the greater the quality. If this attempt should prove to be suc- 
cessful, and it well might be as the result of advertising pressure, it 
will be necessary in order to be competitive to carry whisky stocks to 
9, 10, and 11 years of age. This would mean that the industry as a 
whole, and each individu: al company, must practically double its work- 
ing capital in order to stay in business. The companies which would 
be hurt most in that mad competitive race would be the smaller com- 
panies. ‘There is no reasonable probability that the smaller units in 
the industry can command such additional working capital either 
through equity financing or borrowed money. In a few years all the 
whisky business would be concentrated in the hands of a few people. 

I would like to answer some of the statements made yesterday with 
respect to the so-called terrific competition from the imports. First, 
the total imports into the United States are only about 7 or 8 percent 
of the distilled spirits consumption in the United States. There is no 
whisky brought into the United States from Canada today which 
carries an age statement greater than 6 years, 

As to Scotch whiskies, the first 15 leading Scotch whiskies in the 
United States in the last calendar year carried absolutely no age state 
ment of any kind. As far as we can ascertain, the very few Scotches 
which are brought into this country as a specialty, which carry age 
-tatements of 10, 12, and 25 years, represent less than 5 percent of the 
total imports of Scotch whiskies. Consequently, it is suggested that 
those brands are keen competition to the American industry, let us asa 
Kentucky company and manufacturing and selling traditional Ken- 
tucky whiskies disillusion you on that score. They are not really 
competitive to us in any sense of the word. 

Mr. Kran. Five percent of the eight percent. You said the imports 
weré 8 percent. 

Mr. Srreer. No, the 7 or 8 percent includes Canadians, Scotches, all 
imports of every character. 

Mr. Kean. What is the import of Scotch ? 

Mr. Srreer. About 3 or 4 percent. 

Mr. Kran. It is 5 percent of 3 percent ? 

Mr. Srreer. It is 5 percent of some 3 or 4 percent which carries an 
age statement of any kind. 

Mr. Kran. That is less than one-eighth of 1 percent. 

Mr. Srreer. That is correct, of any whisky that is brought in to the 
United States as an import which carries an age statement of any kind. 
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The great vice in the proposed legislation is that it is retroactive in 
effect. Practically all companies in the business have conducted 
their affairs in accordance with established practice and have 
withdrawn their oldest whiskies first in order to avoid the possibility 
of ee outs. They do not have any substantial stocks 6- and 
7-year-old whisky on hand, and they do not have whisky ready for 
mar isting at extraordinary age. They have conducted thei ir affairs 
in accordance with prudent business practice and in the light of stand- 
ards in existence for nearly 60 years. 

But the proponents have not handled their affairs in this manner 
They have hoarded their inventories, and they now have 6- and 7 7-year- 
old whiskies in substantial quantities. They have whiskies ready for 
marketing at extraordinary age. 

We submit that the establishment of a competitive advantage for 
a small segment of an industry to the detriment of a vast major 
ity of that same industry, would be an improper accomplishment 
for Congress. 

It is indeed unfortunate that we have been required to spend our 
time fighting the proposed legislation rather than supporting a tax 
adjustment. The story with respect to excessive taxes on this industry 
is well known to all of you. The moonshiner and the bootlegger are 
with us in rapidly increasing numbers. Whereas for many years the 
production and sale of non-tax-paid spirits was largely limited to 
certain rural areas in the South, the opposite is now true, and the evi- 
dence is that the prohibition racketeer has once more invaded the large 
municipal areas because there is sufficient profit to him to make that 
effort worthwhile. Yes, this industry does need relief. However, it 
would not get relief if the proposed bond extension legislation is 
passed. It does need relief by Way of a tax adjustment. True. 
this is a story for another day and we cannot hope here to develop 
that story. Nevertheless, we cannot allow this occasion to pass with- 
out reminding you again and again, that a tax adjustment on distilled 
spir its should be the first order of business of this committee. 

That is the conclusion of my prepared statement and I would like 
at this time, if the committee will, to make a statement as applicable 
only to my company and a few other companies in a like situation. 

We are a comparatively small company, certainly we are small 
companies as compared with the so-called Big Four. The sales of my 
own company over the last 2 or 3 years have been between $60 and $70 
million. We object to and have led the fight upon bond extenson 
legislation for two reasons : 

(1) We object strenuously because it would result in a competitive 
advantage to two or three companies ; 

2) However, the long-range implications of bond extension lit- 
erally appalls us. We have been in business since 1870. We are now 
required to have a certain amount of working capital in order to trans- 
act the volume of business which we now enjoy. If this legislation 
goes into effect, then we will practically have to double our working 
capital and, frankly, gentlemen, we do not know where that working 
capital would be available to us either through equity financing or 
borrowed ec: apits ul. 

The situation here is that we object to bond extension legislation in 
principle because it would ultimately mean that practically every 
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moderate and small distiller in the United States would go out of 
business and there would be a concentration in the hands of a very few. 

The Caarrman. Does that conclude your statement / 

Mr. Streer. Yes, that concludes my remarks, Mr. Reed. 

The Cuarrman. Are there any questions? 

Mr. Byrnes. Mr. Chairman? 

The Cuairman. Mr. Byrnes will inquire. 

Mr. Byrnes. I imagine Mr. Street may anticipate what I am going 
to inquire. I asked the proponents yesterday about the question of 
giving relief to a situation that exists at least in the case of some 
specific companies. I would like to ask how it happened to accumu- 
late, resulting in a situation which I admit is a hardship situation. 
What would reaction be to a provision which would postpone by 4 
years or 12 years a requirement for withdrawal and payment of tax 
but with a restriction on the advertising of such whiskies as being in 
excess of 8 years of age ¢ 

Mr. Srreer. Mr. Byrnes, let me say at the outset that we are not 
opposed to true relief under proper safeguards but the Saylor bill is 
not a relief measure. It was designed solely as a bond extension bill 
and its chief proponent, Se henley, has always insisted and still insists 
that this bill be passed as it is now drafted in order that it can claim 
age and get a distinct competitive advantage. 

Not only do we insist that the bill is vicious but it is now conceded 
by practically all of its proponents except Schenley that it is more 
than a relief measure. Yesterday practically all of the proponents 
said they would be satisfied with a bill designed solely to grant true 
relief to those who need it in order to avoid ruinous tax payments. 
Therefore, the Saylor bill must be killed at once and forever. 

Now, we ask whether a true relief bill for the benefit of the small 
companies would be acceptable to us. Now, we are mindful that 
neither of the major proponents claim that they would be unable to 
finance tax payments. Only some 25 or 30 thousand barrels are 
involved, which is only two-tenths of 1 percent of all the whisky 
in storage, an insignificant amount. Now, much of this whisky is 
admittedly inferior and of poor quality, as pointed out yesterday, and 
the owners of that whisky speculated with it, hoping for a higher price 
and have now lost that gamble. Yet, in spite of all this, we are 
sympathetic with those small distillers and do not want to see them 
put to any financial inconveniences. 

We have not yet been confronted with a concrete proposal ac- 
complishing relief. If such legislation is drafted containing all the 
safeguards deemed necessary by us to protect our interests and espe- 
cially preventing any age claims beyond 8 years, we will consider that 
legislation very carefully, sympathetic ally, and constructively. But, 
first, the Saylor bill is the only specific legislation before Congress and 
it must be disposed of. 

Mr. Byrnes. You are speaking in terms, as I understand it, of the 
aspect of the Saylor bill which relates to the bonding period and 
which would therefore open up the right to advertise, at least during 
the next 8 years, and put on the market whisky in excess of 8 years 
of age. As I asked Mr. Saylor yesterday, there are two aspects of 
the bill and we can eliminate the bonding aspect, putting a restriction 
against advertising of any of that whisky and put it on the market 
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as being in excess of 8 years of age. Then you come down to granting 
basically 4-year moratorium on the withdrawal of the 8- year forceout. 
I do not concur in the idea necessarily that you have to kill a bill 
and introduce another bill. I think you can amend the bill you have 
before you or have a complete substitute for it. 

My next question would be, what do you consider the necessary 
safeguards that you speak of / 

Mr. Srreer. Mr. Byrnes, unfortunately, we have not had time within 
the last few days to work out the safeguards which we think would 
be necessary. I will say this, that the amendment which you have 
suggested is in our opinion not a solution to the problem and cannot 
possibly adequately safeguard our interests. 

Mr. Byrnes. Why? 

Mr. Srreer. I simply call attention to the fact under the bottle 
and bond law there is a strip stamp and that shows the actual age of 
the whisky in bond. Irrespective of some legislation which would 
prevent the advertising of the age of that whisky, it could be claimed 
since the strip stamp showed it, that the whisky was greater than 8 
years of age. I simply point this out to you that we think that relief 
can be obtained. We do not think, however, that it could be obtained 
in the very simplified manner which has been suggested here. We 
think that the laws, these very complicated laws, will have to be 
studied and that whatever relief is afforded as a true relief measure 
will have to be carefully thought out in order that that would not 
be any conflict with laws as they now exist and have existed over a 
long per iod of time. 

Mr. Byrnes. On an industrywide basis there may be no emergency. 
But specifically as applied to individual companies we do have some 
situations today where individual companies do have a pretty high 
volume of 1945 and 1946 whiskies that will be forced out. 

Mr. Srreetr. Some of them do have. They say they are not in a 
taxpaying position. 

Mr. Byrnes. It was their individual position that they really were 
up against it. As IT say, I am not too concerned with how they got 
that way. You can say a kid who fell in the water should not have 
been near the water, but you still try to pull him out. 

Mr. Srrerr. We are sympathetic with them. 

Mr. Byrnes. My thought is that we are not going to wait any great 
leneth of time. If you are going to save this child from drowning, 
you have to do it fairly fast, and I am wondering whether you people—- 
you are the spokesman for this group—might suggest the criteria that 
vou would set up as proper protection. 

Mr. Srrerr. I can answer that only in this way, that in the short 
period of time that has been available to us, where the questioning of 
a settlement of this issue became paramount, got in the record yester- 
day. we have not been able to sit down and spell out the A, B, C’s of a 
true relief measure. We think we can do so after we have had an 
opportunity to study that problem. 

Mr. Byrnes. Mr. Chairman, since the committee I assume, will be 
in recess over the Easter holidays and will not be taking this par- 
ticular bill up in executive session until after the holidays, I might 
suggest the possibility that the witness might file with the committee 
what he feels would be essential safeguards for an extension sometime 
within the next week. Would that be a proper request, Mr. Chairman? 
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The Carman. I believe it would. Without objection that may be 
done. 

Mr. Strreer. Mr. Chairman, we will attempt to have it within a 
week for you, but I want to assure ~ that with all the interest in 
the industry that is going to be had, it will be very difficult to get 
anything concrete within a period of a week. We will try to see what 
we can do. 

Mr. Esernartrer. You are sort of putting Mr. Street in a spot. 
He might be laying his cards on the table. 

Mr. Byrnes. I am not trying to put him at a disadvantage or any 
thing else. I think what the committee wants is as much help as it 
can get. Some of these people do need relief and they need it fairly 
fast. 

The CHarrMan, If the witness or the industry wishes to make any 
recomme dations as to the safeguards, the committee will be happy to 
receive them. 

Mr. Street. In justification for our position, may I state that over 

period of time there have been efforts made toward an adjustment 
of the controversy so that we would not have to come to this group. 
It has always been stated by the principal proponents of this bill that 
any legislation which does not allow them to claim age would not be 
satisfactory. That is the reason why, since that has been stated, w 
have thought there was no need of trying to get together on this 
issue. 

Mr. Byrnes. In your testimony today you said one of the concerns, 
Publicker, was one of the principal proponents. I believe I asked 
the representative from the Publicker company yesterday as to 
whether he would be insistent upon having this 1 ‘ioht to advertise. 
and he said “No.” LT assume therefore that his position was such that 
he was perfectly willing to forego the right to advertise. 

Mr. Srrerr. We pl: aced the same interpretation on what was said 
as you do. It now leaves only one company, as we see it, that is 
really insisting on the Saylor bill as it now stands to Pratl them to 
claim age. 

Mr. Byrnes. We all agree that some relief maybe should be forth 
coming from the committee té take care of individual cases. 

Mr. Srreer. I again want to say we are sympathetic with their posi 
tion and we want to work out something for the benefit of these smaller 
companies with adequate safeguards to our interests. 

Mr. Byrnes. That is all. 

The Cuarrman. Mr. Eberharter will inquire. 

Mr. Enernarrer. Mr. Street, you say there are some companies 1 
bad financial condition. Yet you blame the condition on speculation. 
I assume from what you said they will just have to lose out because 
they speculated and now have too much whisky. 

Mr. Srrrer. No, Mr. Eberharter, that is not right. As I pointed 
out here earlier this morning, there have been adequate opportunities 
since that whisky was produced to sell it at a handsome profit to the 
owners of that whisky. They have chosen not to do so. I do not 
know why they chose not to do so. T can only assume they chose not 
to do so because they thought that ultimately they would get a higher 
price for it. The fact remains that they have w ithheld those whiskies 
from the market up to this time and now come in at a very eleventh 
hour and say some sort of drastic emergency exists for them. That 
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being true, we are sympathetic with their position in spite of their 
ability in the past to dispose of these stocks at a profit to them. 

Mr. Erveruarrer. Some of these smaller distilleries are in distress 
now. The banks, it was represented to me, will not give them any 
credit whatsoever. You should be able to go to the bank and borrow 
money on the certificates, but I understand the banks won’t lend any 
money at all on them now. Do you know anything about that? 

Mr. Srreer. When you say on any certificates, I have not understood 
that to be true. I think what the statement was, the banks will not 
now loan money on certificates where the whisky will become 8 years 
of age sometime in the near future. 

Mr. Everuarrer. That is right, and therefore the situation is more 
distressing because the whisky will very soon be 8 years old and they 
cannot borrow any money on it. 

Mr. Srreer. I say the individual ability of any individual pro- 
ponents of this bill to get necessary credit. I have to rely, of course, 
on the statements made here veste rd ay. We have no personal knowl- 
edge of what their individual problems may be. 

Mr. Esernarrer. Mr. Street, most of the sales of the Brown- 
Forman Co. of whisky you manufacture in this country is about 
6-year-old Ww hisky ; 6 or 7? 

Mr. Srreer. Up to this point they have been 414- to 5-year-old 
whiskies. 

Mr. Esrruarrer. Now, when the whisky is branded as 10 years of 
age or 12 years of age, it gets a higher price, does it not ¢ 

Mr. Srreer. There has been very little of it. To the extent that I 
know it has been merchandised, it has demanded a somewhat higher 
price. 

Mr. Eseruarrer. That hurts the distilleries, American distilleries, 
who cannot as a practical matter age their whiskies to 10 years because 
they must pay the tax when it is 8 years of age. In other words, they 

cannot pay the tax and carry that whisky until it is 10 years of age 
because it would mean laying out a lot of money and therefore they 

as a practical matter must sell their liquor when it is about 8 years of 
age. Is that not true? 

Mr. Srreer. Certainly, in any volume; 1 would assume that would be 
true because no company up to this point has carried any substantial 
volume of inventory past 8 years of age. 

Mr. Exsernarrer. That is because they have to pay the tax on it 
when it is 8 years of age ¢ 

Mr. Srreer. I think so. 

Mr. Eseruarrer. In Canada and other countries that compete with 
(American-made whisky, they don’t have to pay the tax until the whisky 
is sold with no time limitation at all. That gives foreign competition 
an advantage; does it not ? 

Mr. Srresr. You assume that it is an advantage, Mr. Eberharter, 
but we do not think so. As far as we are concerned, merchandising 
of traditional American whiskies, we do not think so-called competi- 
tion of aged brands of imports causes us any concern whatsoever. 

Mr. Esrruarrer. This is one thing I have not been able to get clear. 
When, for instance, Seagrams supplies American-made whisky at 6 
years of age and takes it up to Canada, which I am told they do, they 
put it in barrels that have been used before; is that correct? 
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Mr. Srreer. I am sorry, I am not in a position to answer as to what 
Seagram may do with any whisky that it would take into Canada. 
That is not knowledge that is available to me. 

Mr. Esernu arter. Y ou do not know then either whether or not—the 
mixture made with American whisky with their own whisky—there is 
any requirement as to the age of the whisky they mix with 6-year-old 
Ame ‘rican whis sky ¢ 

The Cuairman. Pardon me, I am sorry to interrupt you at this 
point. There is a rolleall in the House. We will have to recess this 
committee until 1 o’clock this afternoon. 

(Whereupon, at 11:05 a. m., a recess was taken until 1 p. m.) 


AFTERNOON SESSION 


The Cuairnman. The committee will come to order. 

The next witness on the program is Mr. Robert Carr, Hiram Walker, 
Washington, D.C. Is Mr. Carr here / 

Mr. Srreer. Mr. Carr is here. 

Mr. Chairman, when we left this morning, Mr. Eberharter wanted 
to ask some further questions. He does not seem to be here. I hold 
myself open at any time. 

The Cuainman. We will call you back when he returns if he de 
sires to continue his examination. 

Mr. Curtis of Missouri. Mr. Chairman, I have some questions of 
Mr. Street. 

The Cuairman. All right, Mr. Street, come forward. Mr. Curtis 
of Missouri will examine you. 


STATEMENT OF DAN L. STREET, EXECUTIVE VICE PRESIDENT, 
BROWN-FORMAN DISTILLERS CORP., LOUISVILLE, KY.—Resumed. 


wanted to clear up in my own mind as to the various groups that you 
are speaking in behalf of, I am wondering what the labor organiza 
tions that might represent the employees of your industry, for which 
you speak, have to say in regard to this matter. I notice none of them 
appear on our list of witnesses. 

Mr. Srreer. Mr. Curtis, yesterday there was an appearance for 
the CIO union. 

Mr. Curtis of Missouri. Yes. That is why I brought the question 
up. 

Mr. Srreer. That union represents plants in the State of Pennsy] 
vania only. Insofar as we are able to ascertain, they have no repre 
sentative at all in the Middle West, in Kentucky, or in fact in any 
other portion of the industry. Those plants are represented by the 
American Federation of Labor. We have discussed the question with 
the AFL and so far as we are presently advised, they have not taken 
a position one way or the other. 

I would like to add, however, that on the merits of the situation, 
the passage of bond-extension legislation is not going to produce 
labor stability in the industry, just as it is not going to produce sta- 
bility in the industry itself. We cannot accomplish that except 
through the medium of a tax reduction which will then give the indus 
try the overall relief that it needs so badly. 


Mr. Curtis of Missouri. Mr. Street, I just had 1 or 2 questions I 
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Mr. Curtis of Missouri. The reason I raise the question is of course 
theoretically your labor would be looking at it objectively from the 
standpoint of the industry as a whole. I take it you are now saying 
that the gentleman from the CIO was really representing only au 
segment of the industry and would not be speaking for the employees, 
let us say, of the same 26 companies who are in opposition to this? 

Mr. Srreer. He did not and does not. 

Mr. Curtis of Missouri. Now, there is another question along the 
sume lines. I have a number of cooperage companies in my district 
and I have had others write to me and they have written and ex- 
pressed concern about this legislation and in fact they seem to be 
favoring it. I wonder if you have or your group has expressed the 
situation in regard to the cooperage companies and whether or not the 
. tters that I have received would be.in your opinion indicative of the 

eal position of the entire c ooperage industr V- 

Mr. Srreer. Mr. Curtis, the answer to that is that the C ooperage 
Institute has taken no position one way or the other with respect to 
this controversy. Beyond that I would say that most of these coop- 
erage plants, not cooperage plants but stave and heading plants out 
in the various States, are pretty much a captive group. They speak 
for the distiller who happens to finance that particular stave and head- 
ing mill. 

Mr. Curtis of Missouri. In other words, some of the companies who 
are in favor of this might have contacted those people and requested 
their assistance ? 

Mr. Srreer. That is undoubtedly true. T will say insofar as the 
stave and heading mill industry is concerned, that again the problem 
there is the same for them as it is for the industry as a whole. That 
particular segment cannot gain any advantage by a temporary stop- 
gap measure such as the bond extension. The only relief that can be 
afforded to that group as to the industry as a whole is tax reduction, 
which of course would stabilize the entire industry and create an en- 
tirely different and healthier picture. 

Mr. Curtis of Missouri. Now, the Cooperage Institute you referred 
to is an association of cooperage companies throughout the country ¢ 

Mr. Srreer. That is correct. It is the national association of vari- 
ous cooperage companies. 

Mr. Curtis of Missouri. They have not taken a position on this? 

Mr. Srreet. They have not. 

Mr. Curtis of Missouri. Have they indicated that in writing in 
any way? If we could have it for the benefit of the hearings, I would 
appreciate it being included in our records. 

Mr. Srreet. Mr. Curtis, with the permission of this group, I would 
like to file the resolution which was adopted by the Cooperage Asso- 
ciation with respect to the fact that it did not t: ake a position one way 
or the other in this matter. 

Mr. Curtis of Missouri. Mr. Chairman, I would like to make the 
request that such a statement may be inserted in the record on behalf 
of the cooperage industry as to its position on this particular bill. 

The Cnairman. If there is no objection, it is so ordered. 

Mr. Srreet. It will be filed, Mr. Chairman. At the moment I do 
not have it at hand, but I will furnish it to the stenographer. 

(See letter from Associated Cooperage Industries of America, Inc., 
on p. 129.) 
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The Cuatrman. Mr. Eberharter will inquire. 

Mr. Esernarrer. I withdraw the question I asked the gentleman 
before lunch, if it is agreeable to the committee. I will just ask Mr. 
Street whether in his knowledge sever: . ae companies did not 
go out of business within the last year or two, smaller distilleries. 

Mr. Srreer. I am sorry, sir, I have some difficulty understanding 
you. 

Mr. Esernarter. I am wondering whether you know of any dis- 
tilleries, small ones, that went out of business in the last 2 ye ars. 

Mr. Srreert. I can answer that only this way: I have no ‘knowledge 
of any going out of business exe ept that there was a recent acquisition 
of one small plant by a larger unit in the industry. If you would de- 
termine that as going out of business. 

Mr. Esvernarrer. That is the only instance you know of where a 
smaller distillery was taken over by a larger one ¢ 

Mr. Street. Within the last 2-year period that you have indicated, 
that is the only one I can recall. 

Mr. Esernarter. Thank you very much, Mr. Street. 

That is all. 

The Caamman. Mr. Simpson will inquire. 

Mr. Simpson. [I am confused about some of the provisions of this bill 
and the testimony. You manufacture all of the liquor that you sell / 

Mr. Srreet. Not altogether. We, like other bottling companies, at 
times purchase whiskies on the open market. 

Mr. Stupeson. Do you do that continuously, all the time? 

Mr. Strreer. I believe I am accurate when I say that we have pur- 
chased some whiskies on the open market in every year since repeal. 

Mr. Stmpson. Have you been buying more in the last year than you 
did prior to that ? 

Mr. Srreer. No, sir. 

Mr. Stupson. Do you have requests out now for an unusually large 
amount ¢ 

Mr. Srreer. No, sir; we do not. 

Mr. Simpson. You referred to the prices of liquor on one of the 
charts that was before us showing what are termed good prices at 
which you said these persons who now have an excess of liquor could 
have sold theirs. You were not referring to current-day prices, were 
you? 

Mr. Srreer. No. 

Mr. Sturson. How old were those prices ¢ 

Mr. Street. If you will wait just a moment. 

Mr. Smwpson. Yes: I will wait. I think they are about 4 years old 
and do not represent the market today at all. 

Mr. Streer. The chart which I submitted carries the bulk prices 
through the fall of 1951 

Mr. Simpson. That is right. Will you pay those prices today to 
buy liquor? I can get you lots of sellers if you will. 

Mr. Streer. No, sir. The bulk market today is not as high as it was 
4 years ago. 

Mr. Sumrson. That has no bearing on the situation tod: av, does it? 

Mr. Srreer. Not insofar as the bulk prices prevailing now are con- 
cerned ; no, sir. 

Mr. Simpson. Repeatedly through your statement you used the 
phrase “at this time.” But that you mean that no re lief is needed at 
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this time? The fact that you use that phrase so often, I wonder just 
what you mean by that ? 

Mr. Street. There are some companies who oppose the passage of 
this bill, who have stated that there is no relief necessary at this time. 
They have said that if relief becomes necessary in the future, then 
that would be the appropriate time for the consideration of a measure 
such as this, and not now. 

Mr. Simpson. Will you agree with me that is from their personal 
standpoint, for their own satisfaction and good ¢ 

Mr. Srreer. I am sorry, I don’t know that I fully understand your 
question. 

Mr. Simpson. Well, those particular companies now opposing the 
bill see no need for it at this time. 

Mr. Srreer. That is correct. 

Mr. Simpson. You have stated that there is a possibility they will 
need the relief sometime in the future. 

Mr. Srreer. They have not said that they would need relief in the 
future. They have said, however, that the industry as a whole might 
conceivably need relief in the future. 

Mr. Simpson. Are they not being selfish then in denying relief right 
now to the individual companies who come in endeavoring to make a 

case from their own standpoint proving that they need it now #4 

Mr. Srreer. It is our opinion that is not true, Mr. Simpson. 

Mr. Simpson. Who knows better whether an individual company 
needs relief at this time, taxwise, who knows better, that company or 
another company far removed ¢ 

Mr. Srreer. So far as 1 know, we have not questioned any of the 
statements that were made yesterday concerning the necessity for 
relief on the part of some of the smaller companies. 

Mr. Simpson. But you have indicated, and I was pleased to hear 
it, you have indicated a desire to help those smaller companies. You 
have indicated that desire. 

Mr. Srreer. We have so stated, yes, sir. 

Mr. Simpson. You are still of that opinion ? 

Mr. Srreer. We are. 

Mr. Simpson. Mr. Byrnes has offered a suggested way in which that 
could be done. 

Mr. Street. He has. 

Mr. Simpson. You said you would need more time to study over 
that and figure out how you could give relief to these companies; is 
that right? 

Mr. Srreer. Mr. Simpson, ves: what we say is that the Saylor 
bill cannot be amended so as to grant relief and at the same time 
protect our interests. These laws are very complex and it would 
seem to us that what is desired would have to be accomplished by 
multiple legislation rather than by any one single bill. 

Mr. Stmpson. Of course, the committee does the writing of the bill 
and the Congress passes it if it becomes a law. We have our own ways 
of ascertaining the meaning of words we put in the bill and we will 
do that before we report this bill out. Now, if I tell you that I have 
before me an amendment which has not officially been passed upon 
by the Government but which has been reviewed and at the moment 
it is believed that that suggested amendment will carry out Mr. 
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Byrnes proposal, I would like to have your comments and believe if 
you sincerely want to help distressed areas of your industry, that 
this is the way to do it. I want to read that suggestion. That is 
following what is in the bill now: 
And provided further, That no label, advertisement, or strip stamp affixed or 
relating to distilled spirits which shall have remained in Internal Revenue 
bonded warehouses beyond 8 years from the date of the original entry for 
deposit therein shall bear any statement which shall represent or imply that 
the age of such distilled spirits exceeds 8 years. 

Now, I suggest that that completely protects you from what you 
fear. It is what it is intended for. Would you have any objection to 
that going in the bill and passage of the bill / 

Mr. Srreer. We definitely would, sir, for the reason that we do not 
agree with the assumption that what you have just read affords us 
the protection which we need. We think that to stop an age claim it 

can be accomplished only by a change of package in some form and in 
order to accomplish that result you would have to amend several 
provisions of the FAA Act as well as the Internal Revenue Code. 

This problem, sir, is a complex one. It is not a simple one and J 
sincerely want this committee to believe that I am not trying to evade 
the issue. We cannot give an answer to a thing of that kind. 

Mr. Simpson. I am not sure on that point. You talked with the 
sponsor of this bill at one time, did you not? Did you talk with Mr. 
Saylor about this legislation some time ago ¢ 

Mr. Srreer. Yes, I did. 

Mr. Srwpeson. Did you not at that time indicate a willingness, if 
you were protected from the age claim beyond 8 years, to go for the 
bill ? 

Mr. Srreer. No, sir; I did not. 

Mr. Simpson. I am sorry then, I misunderstood. 

You have your statement before you. On page 2, I guess it is, 
there is a list of companies named there, Associated Distillers, and so 
on. Are they all manufacturing companies, all that list / 

Mr. Srreer. I think that they are, but I cannot be absolutely posi 
tive about that. 

Mr. Srwpson. Are they presented to us to represent the smaller 
companies that will be hurt most by the passage of this bill 

Mr. Srreer. No, sir. They are presented as all of the companies 
of which we have any present knowledge which oppose the passage of 
this legislation. 

Mr. Simpson. Do you know who owns these companies ? 

Mr. Srreer. For the most part I think I do. 

Mr. Sumpson. How many of them does Hiram Walker own / 

Mr. Srreer. The Associated Distillers is a Hiram Walker company. 
May I turn and ask one of my associates ¢ 

Mr. Simpson. Certainly. I want to know how many Hiram Walker 
owns and how many Seagrams owns. 

Mr. Srreer. The Frank L. White Co. is the other company which is 

Hiram Walker subsidiary. 

Mr. Stupvson. How about General Distilleries / 

Mr. Srreer. That is an independent Kentucky company. 

Mr. Simpson. Are there just the two? 

Mr. Srreer. The two I named are the only two Hiram Walker 
subsidiaries. 
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Mr. Simpson. How about Seagram / 

Mr. Srreer. Calvert Distilling Co., Carstairs, Frankfort, Hunter- 
Wilson. Paul Jones. Julius Kessler, are all Seagram associated com 
panies I do not know what the corporate relationship is between 
those cor DAN S. 

Mr. Simpson. Substantially you are not presenting here little com 
panies, I mean 7, and 9. or 10 of these belong to the very large com 
panies in the business, do thev not ¢ 

Mr. Srreer. Yes. There are three of the large companies, the Sea- 
gram group, the Hiram Walker group, and the National group which 
oppose the passage of this legislation. 

Mr. Simpson. I do not hear any evidence about individuals on this 
list here who will suffer. It is vour claim that the small companies 
will not suffer, and yet that is what we are told—that they are the 
ones who will suffer. I think the committee is impressed in behalf 
of maintaining competition in this industry that the smaller company 
must have a right to live. 

Mr. Srreer. Mr. Simpson, we have some representatives of smaller 
companies who will follow me, who will state their own case and 
their very strong opposition to this measure. 

Mr. Simpson. Now, I want to get back to this matter of coming 
before the committee sometime in the future for relief under this type 
of legislation. Can you state to me that your company will never 
come in and ask for this kind of legislation within the next 4 or 5 
years ¢ 

Mr. Srreer. Within the next 4 or 5 years, as far as my company is 
concerned, sir, it will not. 

Mr. Simpson. That is because your individual company has so 
arranged your business that, so far as you can see, you won't be ¢ aught 
in this prob em; is that right? 

Mr. Srreer. My company arranges its affairs so that it ean liqui- 
date its whsiky within the 8- vear bonding period. 

Mr. Suupson. Yet a number of those associated with you here may 
come in and ask this relief. 

Mr. Srreer. | cannot answer about what some other company may 
do, Mr. Simpson. I don’t know. 

Mr. Simpson. Earlier you said that at this time there was no request 
on their part but that they might in the future need relief. 

Mr. Srreer. They did not indicate that they would or might. They 
simply stated under changed conditions there might become a necessity 
which they do not now foresee. 

Mr. Simpson. I can only state my position to you. I want to do 
that. It looks to me like a dog-in-a-manger position taken by the 
ones who oppose this if, as a matter of fact, the companies who have 
come in urging this legislation are right when they state from their 
individual situation they stand to lose very heavily and very serious 
losses unless they are given relief now. Certainly, if you have any 
idea or any other company has any idea it will suit its convenience to 
come in a couple of years from now to get this type of relief, then I 
think it is a dog-in-the-manger position taken by those who oppose this 
type of legislation. 

Mr. Srreer. If I may, I would like to be permitted to answer that 
suggestion. 

Mr. Stupson. I want you to. 
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Mr. Srreer. I want you to understand that the only companies who 
have come in saying they will have difficulty taking care of the tax 
when the whisky | ecomes 5 years of age hol l some 25.000 to 30,000 
barrels of whisky, which is less than two-tenths of 1 percent of the 
entire holdings of whisky in the United States. 

Mr. Simpson. May I interrupt? 

To those companies the amount of money they must raise in taxes 
to pay that tax on that liquor is life or death. That is my point. 1 
think that for the big combines to take advantage of the tax law to 
injure and put out of business those smaller companies, with the 
30,000 barrels, if you please, that they cannot. raise the $3 million 
and they will be forced out of business; that is what I mean by describ 
ing your position in opposition as a dog-in-the-manger attitude. 

Mr. Srreet. We do not believe our attitude is a deg in the manger 
attitude because we are sympathetic to that because we do want to and 
will try to work out some true relief measures which will protect them, 
but I point out that if the Saylor bill becomes law or there is any law 
which will extend the bond period, there would be a retroactive 
advantage to 2 companies to the detriment of over 75 percent of the 
industry and in a balancing of equities we do not believe that this 
committee should take into consideration only two-tenths of 1 percent 
of the industry and ignore the story that has been told here today 
concerning 75 percent of the industry. 

In other words, we think that this 75 percent will be damaged very 
seriously by the passage of the Saylor bill. We want to work out 
relief to the smaller companies and we will attempt to do so. 

Mr. Simpson. You have had, sir, some weeks to work out some kind 
of method that would help those small companies and keep your 
competitors alive, but you have not done it. Instead of helping the 
committee with some constructive thought, you throw up your hands 
and say this amendment which has been worked out does not solve 
the problem. I do not like that approach. 

Mr. Srreer. We have not had 2 or 3 weeks. We have had practi- 

cally no time at all. I want to tell you on yesterday the largest unit, 
the largest proponent of this bill, Schenley, which does more business 
than all the other proponents combined, stuck by its position that it 
wanted the passage of the Saylor bill, which is a bond-extension leg- 
islation. 

Mr. Simpson. The Schenley Co. will not write the bill. The commit- 
tee will write the bill. The committee will put the amendment in if it 
wants to do it. You surely understand that. You are not going to 
— the bill either, my dear sir. The committee will do that. We 

: trying to get information to see what should be done and the form 
the bill should have. You are here to he ‘Ip us. You were asked this 
morning to make suggestions as to what kind of amendment would 
protect the little competitive industry which tells us that it is going 
bankrupt. Maybe it is, maybe it is not. If we agree it is, then we 
want to try to help it, Uthink, and you can help us with an amend 
ment which will protect the industry, from your viewpoint. If you 
do not, the committee will try to do it, I think, 

Mr. Srreer. We intend to produce draft legislation which we think 
will accomplish what the conunittee has indicated that it desires. W< 
merely suggest that we cannot do that within 10 days and we think it 
would take at len: t 50 days to review the entire matter. 
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Mr. Simpson. You will not be of much help to us probably if it takes 
that long to write what looks like a simple amendment. 

Thank you, though. 

The Cuarrman. Any other questions? If not, we thank you for 
the apperances of both you gentlemen. 

The next witness is Mr. Robert Carr, Hiram Walker, Washington, 
D.C. 


STATEMENT OF ROBERT S. CARR, ASSISTANT SECRETARY, HIRAM 
WALKER & SONS, INC., WASHINGTON, D. C. 


Mr. Carr. My name is Robert S. Carr. I am assistant secretary of 
Hiram Walker & Sons, Inc., a Michigan corporation. My address is 
924 National Press Building, Washington, D. C. 

Hiram Walker & Sons, Inc., the company I represent, is one of the 
tirms opposing the Saylor bill. As early as July 1952 my company 
stated that it saw no industry condition within the foreseeable future 
that would call for the drastic legislation proposed by the Eberharter 
bill, H. R. 7651, which was the forerunner of the bill now before this 
committee. 

We have seen two lists purporting to be the roster of distillers and 
banks and various business firms that favor extension of the bonding 
period. We asked some of these concerns what merit they saw in such 
a proposal and other distillers made similar inquiries. 

These inquiries ascertained that every single bank that had been 
listed as an endorser demanded that such use of its name be stopped. 
Many firms that manufacture supplies for the industry did likewise. 
They never were earnest supporters of these bills and probably never 
understood them. 

I offer herewith as part of my testimony photostatic copies of 25 
letters of repudiation addressed to the Ways and Means Committee 
or to the so-called American Distillers Committee saying that the 
signers should not be counted as favoring the bills. Some of these 
letters plainly disclose that the writers had been misled by the repre- 
sentation that there was industrywide approval of the ies date legis- 
lation. 

Our side has not encouraged our suppliers to bombard your com- 
mittee with letters in opposition to this bill. You gentlemen well 
know that such communications are easily obtained when buyers re- 
quest them from sellers. 

What is greatly important is the lineup of distillers for and against 
these bills. Particularly important is the withdrawal of certain dis- 
tillers from the list of so-called supporters. 

These distillers are: National Distillers Products Corp., Kentucky 
River Distillery, Heaven Hill Distillery, Merchants Distilling Corp. 

Two of the foregoing companies have advised your committee that 
their names were listed without authorization. All of them agree that 
there is no present reason for a change in the law. 

My company is among those whic h believe that the proposed legis- 
lation would give retroactive benefit to those companies which have 
handled their inventories in such a manner as to have the oldest whis- 
kies available if such special legislation becomes law. We respectfully 
urge that the Ways and Means Committee reject these bills. 
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(The letters prev lousy referred to follow :) 


LirrLe Rock, Ark., Mareh 12, 1953 
Mr. T. O. HELM, 
Blue Grass Cooperage Co., Louisville 9, Ky 
Dear Tom: We have your letter of March 5 and thanks very much for giving me 
all this additional information. I had no knowledge whatsoever that the Amer 
can Distillers Association was using our name as being a firm in favor of this 
bill. I am taking your suggestion and will get in touch with the appropriate 
people in Washington 
I am also very glad to have your explanation of why some of the distillers 
are neutral or against the extension That seems to be sound and logical 
reasoning. 
With kindest regards 
Sincerely yours, 
J. H. HAMLEN & SON, IN¢ 
By JAMES H. HAMLEN 


New YorK 11, N. Y., Wareh 5, 1953 
CHAIRMAN House WAYS AND MEANS COMMITTEE, 
House of Representatives, Washington, D.C 


HONORABLE SIR: Our attention has been directed to the new developments 
regarding the pronosed legislation of Saylor H. R. 1215 and Celler H. R. 1805 
On December 30, 1952, we wrote letters to our congressional Representatives 
urging their active support in extending the tax-free bonding period for distilled 
spirits. At the time we were under the impression we were rendering a service 
to the liquor industry as a whole. However, since the question has become con 
troversial we prefer to remain neutral and would request that our name be 
eliminated from the list. 
Thank you. 
Very truly yours, 
THE AMERICAN LABEL Co 
. Pre side nt 


Mi AUKEER, Wis., February 24, 1953 
Mr. FRANK RYAN, 
Joseph E, Seagram & Sons, Inc., 
Louisville, Ky. 

Dear Mr. RYAN: We enclose herewith for your file a copy of our letter to the 
clerk of the House Ways and Means Committee, House of Representatives, Wash 
ington, pertaining to H. R. 1215 and our request that our previous recommenda 
tion to this bill be withdrawn. 

With kindest regards, we remain, 

Very truly yours, 
THE Riggs Co 
PauL E. Riess 


FEBRUARY 20, 1953 
CLERK, WAYS AND MEANS COMMITTER, 
House of Representatives, Congress of the United States, 
Washington, D.C. 

DEAR Stk. A short time ago we sent word to you and at the same time we wrote 
to certain Members of Congress, one of whom is a member of the Ways and 
Means Committee, in regard to our company being in favor of the extension of 
the bonding period on liquor from 8 to 12 years. 

Since then we have learned that not only the distilling industry, but our own 
¢lass-container companies are far from being unanimous in favor of this ex 
tension. We feel that since this is the case we would prefer to remain neutral 
concerning this proposed legislation and therefore ask that you eliminate the 
name of our company from the list of those sponsoring such legislation in favo 
of the extension of the bonding period. 

However, it would seem to us that the Ways and Means Committee should give 
consideration to the reduction of the excise tax on liquor from its present $10.50 
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per gallon to $6.00 per gallon. We hope that such legislation will be introduced 
and passed. We will write members of vour committee more fully in regard 
to this in the near future. 
Very truly yours, 
3BOCKWAY GLASs Co., INC., 
R. L. WARREN, 
Chairman of the Board. 


Ko 


FEBRUARY 19, 1953, 
THE CLERK, HOUSE AND MEANS COMMITTEE, 
House of Representatives, Washington, D. C 

GENTLEMEN: Some time ago we wrote you, indicating our support of a bill 
which had been introduced in Congress, extending the period of American whisky 
from 8 to 10 years. As we recall this was bill H. R. 7651, 1952 

At the time we wrote to you, we had no idea whatsoever that the bill was 
being disputed by different companies in the distilling industry. Since then, it a (| ‘ 
has been brought to our attention that such was the case, and we would appre- 
ciate very much your withdrawing our name from the list, as we desire to assume 
a neutral position in this matter. 

Thank you very kindly for your reply to this effect, and with best of wishes, 
we are, 

Yours very truly, 


THE Futrer Laser & Box Co., 
HeNrY F. SCHEETZ, Jr., 
President. 


Mapison 4, Wis., March 9, 1958. 
Congressman GLENN R. Davis, 
House Office Building, Washington, D. C. 

DEAR GLENN: Some time ago I wrote you in support of what is now the Saylor 
bill, H. R. 1215, to extend bonding period of whisky from 8 vears to 12 years. 

At that time I was under the impression that this extension was for the good 
of the industry in general. | 

Since then I have been advised that the industry is divided on the question. 
For that reason I, as a supplier to the industry in general, desire to take a com- 
pletely neutral attitude. 

Please understand, therefore, that my position on this bill is now changed 
from partisanship on one side or the other to a position of complete neutrality. 

Yours very truly, 


THE CELON Co., 
J. C. Forp, President. 
(An identical letter was sent to Senator Joseph McCarthy.) 7 . 


-s 


FEBRUARY 13, 1953. 
Re House bills 1805 and 1215 


House WAYS AND MEANS COMMITTEE, 
Washington, D. C. 

DyeAR StkS: We are on record as endorsing and urging passage of House bills 
1805 and 1215. Since taking that action we have been advised that the issues 
involved are a subject of controversy within the liquir industry itself. 

In view of that, and our position as a supplier to both proponents and opponents 
of the bills, we have now concluded that we have no alternative other than to 
remain neutral on the matter. 

We therefore request that you remove our name from among those endorsing 
and urging passage of House bills 1805 and 1215. 

Very truly yours, 


FAIRMOUNT GLASS WorKs, INC., 
Jonun R. HARKNESS, 
Viee President. 
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I[VANSVILLE, IND., February 27, 1953. 
House WAYS AND MEANS COMMITTEE, 
House of Representatives, Washington, D. ¢ 

GENTLEMEN: We understand that our name appears on a list indicating our 
support of a bill which has been introduced in Congress to extend the tax period 
on bonded whisky. The bill was originally introduced as H. R. 7651 (1952) and 
the present bill is H. R. 1215, being introduced on January 7 by Representative 
John P. Saylor, Republican, of Pennsylvania. We further understand that this 
bill has now been referred to your comunittee, 

At the time we indicated our support of the bill we were totally unaware of 
the fact that there were conflicting opinions in the distilling industry on the 
matter. Since this fact has now been brought to our attention, we would very 
much appreciate your withdrawing our name from the list as we desire to assume 
a neutral position in this matter 

We would appreciate your acknowledgment of the above 

Very truly yours, 
BERNARDIN BorrLe Cap Co., IN¢ 
A. L. BERNARDIN, President 


NATIONAL DISTILLERS PRopuctTs CorP., 
February 21, 1958 
Hon. THOMAS A. JENKINS, 
The House of Representatives, 


Washington, D. C. 


My I)kar CONGRESSMAN: Last spring National Distillers joined with other com 
panies identified as the American Distillers Committee in advocating passage 
of legislation (now embodied in H. R. 1215) designed to extend the period for 
which present stocks of whisky could remain in bonded Government warehouses 
to a maximum of 12 years. 

Since that time we liave made a reappraisal of the stocks of whisky in bonded 
warehouses and feel that there is no immediate need for such legislation. The 
real test for the need of such legislation will not arise until 1955 or possibly 
1956. By that time the revision of the country’s tax structures, including, as we 
feel it must, a reduction in the excise tax on distilled spirits, will be effected 
This should result in expanded markets and increased withdrawals from bond 
Should the situation in 1955 indicate the need for legislative relief, we believe 
the results of the industry’s operations during the next 2 year will place the 
Congress in a better position to determine the nature and extent of any relief 
that may be justified. 

We, therefore, do not advocate the passage of H. R. 1215 now pending before 
your committee and have requested the American Distillers Committee to delete 
our name from its membership. 

Very truly yours, 
R. E. Joycr, Vice President 


FEBRUARY 18, 1953 


The Honorable DAN REED, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 

Dear Sir: The name of Kentucky River Distillery has been placed upon 
the list as being for the extension of the bonded period. Kentucky River Dis- 
tillery’s name was placed on this list through error, as it is against the exten- 
sion of the bonded period. This letter is written to clear up the error, which 
was made without the knowledge and consent of Kentucky River Distillery. 

Thanking you, I beg to remain, 

Respectfully yours, 
KENTUCKY River DistiItueRy, INC, 
W. A. THOMPSON, Jr., President 
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FEBRUARY 19, 1953. 
SCHENLEY DISTILLERS, INC., 
Cincinnati, Ohio. 
(Attention of Mr. E. D. Eberts, vice president. ) 

Gentlemen: It now appears that the matter of H. R. 1215 has become a con- 
troversial issue, and, in view of this, we believe our position should be one of 
neutrality 

We feel sure you will understand our position, and we, therefore, respectfully 


| 
request that our name be withdrawn from support of the measure, 
With our kind regards and best wishes, we remain 
Very truly yours, 
’ 
KF. E. Raraty, President. 
FEBRUARY 6, 19538. 
CLERK, HouSE Ways AND MEANS, 


ALBERT SCHWILL & Co., 


House of Re presentatives, Washington, D. C. 


DEAR Six: We are on record advocating the extension of the bonded period 
on whiskies. At this time, we ask that you please withdraw our name from the 
list as we desire to assume a neutral position on the matter 

Thank you for your attention to this request. 

Very truly yours, 
THE CENTRAL GRAIN AND MALTING Co., 
SUMNER A. Lyon. 


Coopers INTERNATIONAL UNION OF NorTH AMERICA, 
February 10, 1953. 
Hon. DANtIev A. REED, 
Chairman, House Ways and Means Committee, 
Hiouse Office Building, Washington, D. C. 

Dear Str: Local No. 48 of the Coopers International Union of North America, 
affiliated with the A. F. of L. at Campbellsville, Ky., with a membership of 76 
hereby goes on record as being opposed to the proposed Saylor bill extending the 
bonded period of whiskies now in storage. 

We are opposed to the Saylor bill because we feel that it will not serve the best 
interests of local No. 48 or other interested parties 

Yours very truly, 
WALTER TAYLOR, 
President, Coopers International Union of America, Local No. 48. 


CooPERS INTERNATIONAL UNION OF NortH AMERICA, © 
February 13, 1958. 
Hon. DAaNre. E. Reep, | 
Chairman, House Waus and Means Committee. 
House of Representatives, Washington, D. C. 
DEAR CONGRESSMAN REED: We should like to advise that local No. 64 at Peoria, * 


Lil., with a membership of 250 men would like to go on record as being opposed 
to any group using local No. 64 as being in favor of the Saylor bill which is 
the extension of bond whisky now in storage. 

We, local No. 64, go on record as being opposed to the Saylor bill as it does 
not appear to be in the best interest of our people, or the public, or the distilling 
and cooperage industry. 

Sincerely, 
CLARENCE E. RANDALL, 
President, Local No, 64, A. F. of L. Coopers’ International Union. 


FEBRUARY 12, 1953. 
Housrt WAYS AND MEANS CoMMITTEER, 
Washington, D.C. 
GENTLEMEN: On December 18, 1952, we wrote your committee favoring bill 


H. R. 1215 which allows for extension of period in which tax must be paid on 
bonded liquor. 
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At the time we took a stand on this bill, we had not knowledge that there 
Was any opposition to this extension on part of any distillers. 

Since that date, we have been informed that the distilling industry are not 
all in accord with this extension. 

Since we do business with distilleries favoring this bill and also with those 
opposed to extension, we think it fair that we ask that our previously declared 
position be withdrawn and ask that we be placed in an entirely neutral position. 

Respectfully, 
THe Earty & DANIEL Co, 
Rosert Lee Earvy, Sr. 
President. 


FresRuARY 9, 1953 
Re H. R. 1215 


CLERK OF THE HOUSE, 
House of Representatives, Washington, D. C. 

Dear Str: On or about December 14, 1952, our cooperation was requested in 
helping to enact a bond-extension law in the then next session of Congress. We 
were under the impression that the American Distillers Committee represented 
the unified desire of all American distillers, and, therefore, permitted the listing 
of our company among the organizations who favored the legislation proposed 

Subsequently, it has been called to our attention by other distillers that there 
is not unanimity among the distillers relative to the proposed legislation. This 
places us in an embarrassing position as being a supplier, it has always been 
our policy to not take sides in any customer industry dispute and to sponsor 
only those activities on which there is unanimity in the customer industry 

We, therefore, request that you remove our name as a sponsoring company of 
H. R. 1215. 

Yours very truly, 
FROEDTEET GRAIN & MALTING Co., INe. 
ALVIN R. Corp, Executive Vice President 


THE ASSOCIATED COOPERAGE INDUSTRIES OF AMERICA, INC., 
St. Louis 2, Mo., January 27, 1958. 
HONORABLE Sir: This is to advise you that the Associated Coonerage Industries 
of America, Inc., has voted to take a neutral stand in regard to any legislation 
which seeks to extend the bonding period on distilled spirits 
Very truly yours, 


GreorGe T. MoCatn, President 


COLUMBIAN LITHOGRAPHING Co., 


Chicago 5, Ill., February 5, 1958. 
Mr. Greo. GARVIN Brown, 


Brown-Forman Distillers Corp.., 
Louisville 1, Ky. 


DEAR Mr. Brown: It has been brought to our attention that our company has 
been represented as favoring passage of the Saylor bill, which was recently 
introduced before the House of Representatives, and which purports to extend 
the whisky bonding period from 8 years to 12. We are writing this letter to 
set the record straight by stating that we have at no time made any statement 
which favored or could be construed as favoring the passage of this bill, and any 
representation that we have made such statements is wholly unwarranted. 

Our legal counsel advise us that the Saylor bill is similar to the Eberharter 
bill, which was introduced at a previous session of Congress and was then de- 
feated. We did not approve the passage of that bill and likewise do not approve 
the passage of the current one. 

If the misrepresentation of our position on this matter has already come to 
your attention, we trust that you will accept this letter as our assurance that 
we have not taken a stand in favor of this bill and do not intend to do so. 

Very truly yours, 
Kevit H. Mason, 
Vice President, Columbian Lithographing Co 
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THE RICHARDSON TAYLOR-GLOBE CorP., 
Cincinnati 32, Ohio, February 10, 19538. 
BRowN-FORMAN DISTILLERS CORP., 
Louisville 1, Ky., 


(Attention Mr. Daniel L. Street.) 

GENTLEMEN: Thanks very much for the pleasant visit last Thursday morning. 
Since that time we have done a lot of thinking and quite a lot of phoning, the 
net result of which is a decision that we should withdraw from either support 
or opposition to the Saylor bill. We very much enjoy our business and rela- 
tionships with the various companies in the distilling industry and would do 
anything we could for the good of the industry. However, we certainly are in 
no position to pass judgment on what will or will not be beneficial to the indus- 
try, which means that when there is disagreement within your group we most 
certainly should recognize our limitations and just stand on the sidelines. Will 
you therefore please think of us as being neutral on the Saylor bill and consider 
that our only hope is that this problem, along with all others, are eventually 
resolved by your industry for the best interests of the group as a whole. 

Yours very truly, 
THe RICHARDSON TAYLOR-GLORE CoORP., 
Henry Bonn, Vice President. 


Fepsruary 6, 1953. 
Representative DANIEL A. REED, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C.: 

Local No. 88 at Louisville, Ky., with a membership of 400 would like to go 
on record as being opposed to any group using local No. 38 as being in favor of 
the Saylor bill which is the extension of bond whiskies now in storage. 

Local No. 38 goes on record as being opposed to the Saylor bill as it does not 
appear to have the best interest of our people, or the public, or the distilling or 
cooperage industry 

EpgAr WARREN, 
President, Local No. 38, A. F. of L. 


FEBRUARY 3, 1953. 
Hon. Danter A. REED, 
House of Representatives Office Building, 
Washington, D.C. 

DreaR Stk: This letter is being addressed to von as chairman of the House 
Ways and Means Committee. An extra copy is enclosed for the convenience of 
a clerk of your committee. 

I have just learned with some concern that this company’s name appears with 
certain others as a supplier to the distilling industry as of January 2, 1953, and 
that this group of suppliers’ names is being used as being in favor of a bill 
presently being considered, and known as the Saylor bill, the object of which 
is to extend the 8-year bond period for alcoholic beverages 

It appears that this is a very controversial bill, and since this company is 
supplying merchandise to members of the distilling industry who are both in 
favor of and opposed to this bill, I therefore wish to have this company’s name 
removed from the above-mentioned list 

tespectfully yours, 
OREAR-NESTER Grass Co.,. 
JoserH K. NESTER, 
Chairman of the Board 


LOUISVILLE, Ky., February 6, 1953. 
CLERK, 
House Ways and Means Committee, 
House of Representatives, Washington, D. C 

Dear Str: Understand we have been listed as a supporter of the bill to extend 
the whisky-bonding period. We want to make it a matter of record that we 
are strictly neutral. 

Respectfully yours, 


CHEROKER Coat Co... 
L. R. Grocower, President. 








EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 13] 


e 
FEBRUARY 13, 1953. 
CLERK, 
House Ways and Means Committee, 
Washington, D.C. 

GENTLEMEN : Please be advised that we wish to place ourselves on record at 
the present time as being neutral with regard to the Saylor bill for the extension 
of the bonded-period act. Although we are members of the Whiskey Brokers 
Association of America, we feel that due to the great amount of controversy 
that has been raised among the members of this industry with regard to this 
hill, we wish to remain neutral to its passage at this time. 

Very truly yours, 
TueE R. L. Buse Co., 
3y R, L. Buse, Jr. 


FEBRUARY 3, 1953. 
Hon. DANTet A. REED, 
Chairman, Waus and Means Committee 
House Office Building, Washington, D. ¢ 
DEAR Sirk: Sometime ago we allowed the use of our name as being in favor 
of H. R. 1215, the proposal to extend the bond period on American bond whiskies 
from 8 to 12 years. 
We now find that this is a very controversial issue and we would like to with- 
draw our name from the support of the above measure. 
Sincerely, 
THE FLEISCHMANN MALTING Co. 


President. 

The CHarrmMan. Any questions? 

Mr. Stmpson. I have. My curiosity is aroused by these letters. 

The CuarrMan. Mr. Simpson will inquire. 

Mr. Simpson. These letters are all written by people who have 
changed their mind; are they not? 

Mr. Carr. Yes, sir. 

Mr. Simpson. Were they encouraged to change their minds? Did 
you contact them ? 

Mr. Carr. They were contacted by members and people on our staff. 

Mr. Srupson. Who opposed legislation ? 

Mr. Carr. Who opposed legislation. 

Mr. Simpson. They put economic pressure on them? 

Mr. Carr. No, sir. 

Mr. Simpson. Before you answer that question finally, I call your 
attention to the fact that some of these people are suppliers of labels 
and bottles and so on, and you still say there was no economic pressure 
put on them ¢ 

Mr. Carr. No, sir, I do not think so. 

Mr. Simpson. No suggestion that they would lose business if they 
didn’t change their story ? 

Mr. Carr. Not tomy knowledge, no, sir. 

Mr. Stmrson. What kind of contacts were made? 

Mr. Carr. The people on our side of the fence when they saw the 
list of suppliers, they asked them if the true facts had been rep- 
resented to them. When they made inquiry, they found that the 
suppliers, other people in this group, had been told that the measure 
was supported by the entire industry, that there was no controversy 
whatsoever. 

Mr. Simpson. Who were the people that made contacts ? 

Mr. Carr. People within our own group, people that are listed 
the distillers who are opposing this measure. 
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Mr. Srmpson. The letter changing their minds are a result of those 
contacts ¢ 

Mr. Carr. Yes, sir. 

Mr. Stimpson. That is all. 

The CuarrmMan. Mr. Eberharter. 

Mr. Exernarrer. In other words, these distillers did not know from 
the bill whether it was good for them or not good for them, but they 
changed their mind and withdrew their support after they were con- 
tac ted and the meaning of the bill was explained to them ? 

Mr. Carr. That is right. 

Mr. Esernarrer. It would seem to me somebody in the distillery 
business would know whether such legislation that is proposed would 
be good for their own individual company or not; would they not‘ 
Most of them have been in business a good many years. Does the 
Hiram Walker company have an interlocking directorates with the 
pe ople who m: ake ¢ ‘orks ¢ 

Mr. Carr. No. 

Mr. Eseruarter. And labels? 

Mr. Carr. No, sir. 

Mr. Esernarrer. No interlocking directorates at all? 

Mr. Carr. Not to my knowledge; no, sir. 

The Cuamrman. Mr. Kean will inquire. 

Mr. Kean. Is Hiram Walker a Canadian-controlled company ¢ 

Mr. Carr. The parent company, Hiram Walker-Gooderham Worts 
is a Canadian company. 

Mr. Kran. Testimony was given yesterday to the effect that the 
Canadians wanted this bill, one reason being they could buy some of 
this liquor which might be thrown on the market and. thus brought 
back to this country asa blend. What is there to that story ? 

Mr. Carr. Mr. Kean, that is not properly a question for me, but IJ 
hap ypen to know that the American law regarding the labeling of 
Canadian whisky is such that it must be entirely of Canadian origin. 
In other words, the re cannot be American whisky shipped to Canada 
and handled or manipulated in any way and shipped back as Canadian 
whisky. 

Mr. Kean. The intimation made vesterday Was Incorrect 2 

Mr. Carr. That is entirely true, sir. 

Mr. Kean. You do not know what has happened to thig great in- 
crease in the whisky that has gone from the United States to Canada ? 

Mr. Carr. No, sir; Ido not. I do not know what the exports from 
Canada are—that is, to what other countries they go—but I do know 
it is impossib le for it to come back here as Canadian whisky. 

Mr. Kran. The testimony yesterday, I believe, was that there was 
a tenfold increase on the amount of export of whisky to Canada in 
the ay year or so. 

Mr. Carr. Well, it is true, but I think you will find there has been 
no correspondi ng increase of Canadian whis ky to the United States, 
which is what that original thought might have led you to believe. 

Mr. Kran. How about the conclusion that was intimated also that 
the Canadians might benefit by a disorganized market in this country ! ¢ 

Mr. Carr. I do not see how they arrived at the conclusion, sir. I 
think it was testified earlier that, of the proportion of the Lessetdan 
market, about 4 percent is Canadian whisky. 
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The Cuarrman. I would like to ask this question of the witness for 
information. 

I have been listening quite intently to all the testimony here. The 
committee has been told that under the present code provision whisky 
is going to Canada in great volume and then is brought back to the 
United States tax-free. Do L understand you to say that such a situa- 
tion does not exist ? 

Mr. Carr. It cannot be brought back here as Canadian whisky, sir. 

The Cuarrman. Tell me how it is brought back and sold here. 
There is another statement that has been made that it can go into our 
customs custody and stay there for 3 years and then the manufacturers 
ean get further extensions and hold it there without paying any tax. 
What is there to that ? 

Mr. Carr. Mr. Reed, Canadian whisky coming in from Canada to 
the United States, first of all, in order to be sold in the United States 
as Canadian whisky, must be entirely of Canadian origin. 

The CraimmMan. Now, tell me this: after our whisky is shipped to 
Canada, is there any way that this whisky can be returned here not as 
Canad: a whisky but under some other designation 4 

Mr. Carr. It does not come back at all, Mr. Reed. 

The Cuairman. If it goes over there in large volume, then ae 
— to it’ Is there some profit: able way of disposing of 1 

Mr. Carr. They probably sell it for export to other countries, i 

The CHAIRMAN. All we want are the facts. That is what we must 
base legislation on, the facts. I repeat again, for the sake of em- 
phasis: This so-called American whisky, that originates here, goes 
over to Canada for some trade reason—-I do not know what—and then 
it can come back here and be sold in this country. You say that can- 
not be done: that it cannot be sold here as American whisky. Is that 
right ¢ 

Mr. Carr. As Canadian whisky. 

Che CuarrMan. It comes back under what name? 

Mr. Carr. If it came back at all, it would have to be called Ameri- 
can Whisky, but that would be such a terrifically expensive proposi- 
tion that nobody in his right mind would try it. 

The CuarrMan. What makes it expensive ? 

Mr. Carr. Because you would have customs duties and you would 
have en ion, principally, sir. 

The CrarrMan. That is, the customs duties are imposed only on 
Americ aun W hisky trying to get back in this country, is that right 4 ? 

Mr. ¢ "ARR. Maybe ] misstated that. Mr. Reed. Tf you took a barrel 
of American whisky and shipped it to Canada, you would have to do 
one thing or the other with it: You would have to get it in there for 
consumption before you could get your tax back that you owed on the 
American whisky: you would have to show it was landed, or that it 
went somewhere else. It cannot just disappear in thin air. It has 
to be landed somewhere before we can get relief from our tax burden. 
Now, it may be shipped through Canada to some other country, and 
that is probably what happens. But it cannot come back here, as I 
said before, as Canadian whisky. ‘There would not be any point in 
running it up to Canada and running it back. 

The CuarrMan, That is what I am trying to get at. They could 
not put it in storage in charge of Customs for 3 years to hold it for 
some speculative purposes / 
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Mr. Carr. No; 1 do not think they could. 

The Cuamman. Thank you very much. 

Mr. Boggs will inquire. 

Mr. Boces. I would like to get a bit of information. What is the 
national organization which speaks for all of the distillers? 

Mr. Carr. There is a trade organization known as the Distilled 
Spirits Institute. 

Mr. Booss. What position does it take on this legislation ? 

Mr. Carr. It is entirely neutral. 

Mr. Bocas. Neutral? — 

Mr. Carr. Neutral. 

Mr. B: ees. How many distillers are for this bill and how many are 
against it? 

Mr. Carr. I think the exact number, Mr. Boggs, is already in the 
testimony. Percentagewise, it is about 75 percent against it. I would 
say 20 percent for it 

Mr. Bocas. This appears to me to be a fight within the industry 
more than anything else. It looks to me as if the industry has come 
to this committee to try to get us to settle its fight. 

Mr. Carr. I do not think we wanted to come here, sir. 

Mr. Boces. It seemed to me they ought to come here united if they 
want legislation. 

That is all, Mr. Chairman. 

The CHarman. Mr. Byrnes. 

Mr. Byrnes. Mr. Carr, you speak, as I understand it, for Hiram 
Walker & Sons. 

Mr. Carr. That is righ a 

Mr. Byrnes. What is the attitude of your company with respect to 
the matter of providing some measure of relief from the problem 
facing some of the individual distillers as a result of the force-outs 
that they will have and still not affect the historical bonding-period 
proposition ¢ 

Mr. Carr. Mr. Byrne Ss. We are generally concerned about the need 
for relief in isolated cases. We have no objection whatsoever to 
seeing relief oranted. We would desire to see it so if it were necessary. 
I think that what we are most afraid of is that the mechanics of the 
thing will be such that a law which may be here adopted might be 
later upset and we would find ourselves damaged beyond repair before 
we get back and get corrected legislation. 

Mr. Byrnes. But taking care of the technical matters of protect- 
ing those on your side of the fence from advertising and putting on 
the market. whiskies labeled as being in excess of 8 vears old and in 
bond in excess of 8 years, you would have no objection to that kind of 
relief ? 

Mr. Carr. None whatsoever. 

Mr. Byrnes. That is all. 

The CHarrman. Mr. Curtis will inquire. 

Mr. Curtis of Missouri. I would like to get some figures, if I can, 
on the number of distillers there are in this country, in the United 
States. How many companies are engaged in it? 

Mr. Carr. Mr. Curtis, I would like to defer that question to some- 
one who is better equipped to answer it than I. 

Mr. Curtis of Missouri. I wonder if we could get it. because there 
has been a lot. said on both sides in behalf of small distillers. I notice 
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in this list that is included in the statement by Mr. Street, 9 of those 
25 companies are independent and small. Now, on the other side, the 
proponents of this bill, there are two main companies, Schenley and 
Publicker, who are for it. There are some small companies, I under- 
stand that are also for this bill. Do you know how many there are 
approximately? You have given me that 75-25 figure. I am trying 
now to break it down somewhat in large companies and small com- 
panies. How many large companies are there in the distilling busi- 
ness in this country ? 

Mr. Carr. Generally speaking, there are five. 

Mr. Curtis of Missouri. And 3 are on 1 side of the picture, against 
it, as I understand it, and 2 of them are for it. 

Mr. Carr. That is right. 

Mr. Curtis of Missouri. Both sides are claiming that they are help- 
ing the small fellow. Apparently there is a similar lineup with the 
small people. Of the small companies, independent companies, that 
is, are there more opposed to this bill or more of them for it, or do you 
know ? 

Mr. Carr. More of them are opposed to it, sir, 

Mr. Curtis of Missouri. Of the small companies? 

Mr. Carr. Of the companies below the first five. 

Mr. Curtis of Missouri. That is what I mean, below the first five. 
There are more small—independent now—companies that are opposed 
to this than favor it? 

Mr. Carr. Yes, sir. 

Mr. Curtis of Missouri. Now, one other question in trying to clarify 
my own thinking on some questions that Mr. Simpson asked about the 
changed position of some of the suppliers to the industry. 

My understanding is that what happened is that some of the sup- 
pliers—and incidentally they wrote to me from my own district—orig- 
inally suported the Saylor bill because it had been presented to them 
that that was the industry’s position, and that when your group in- 
formed these same people that there was a certain segment of the 
industry, in fact, the predominant part, they then took a neutral 
position; is that right 4 

Mr. Carr. That is entirely correct, Mr. Curtis. 

Mr. Curtis of Missouri. And if there were any economic pressures 
used against suppliers, if it were done, it could be done on both sides? 
That would be a fair statement, would it not? 

Mr. Carr. Entirely so. 

Mr. Curtis of Missouri. That is all. 

The Cuarman. Mr. Mason will inquire. 

Mr. Mason. Mr. Chairman, I want to press your inquiry a little 
further. 

The CHarrman. I wish you would. 

Mr. Mason. As I understand from your testimony there is just 
about four times as much whiskey being shipped to Canada now as 
there used to be. According to statistics on the subject, there is no 
more whisky coming in from Canada than there used to be a few years 
ago, is that right? 

Mr. Carr. That is right. 

Mr. Mason. Then if we are shipping four times as much out as we 
used to and getting no more in, it would seem to me that that would 








136 EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 
be one way of getting rid of our surplus if we have one, and that would 
be an advantage. Would not that be true? 

Mr. Carr. Entirely so, Mr. Mason. 

Mr. Smrrson. Mr. Chairman, the gentleman will agree that we 
could run the stuff in the river to get rid of it. The point is that in 
selling it for this export market, the seller takes the price below the 
cost of production and the companies have told us repeatedly they 
are losing money on it and the condition is getting worse and if some- 
thing is not done to hold the price up, they will be bankrupted and 
the competition for these big fellows will be eliminated, and the 
concentration against which I think we all object, will be encouraged. 
The issue of this thing is whether the small manufacturer is to be 
allowed to remain in business and this tax adjustment is expected to 
enable him to weather the current storm. 

The Cuarrman. Any other questions; if not, we thank you, Mr. 
Carr, for your testimony and the information you have given the 
committee. 

Mr. Carr. Thank you, Mr. Chairman. 
The Cuarman. The next witness is Mr. C. K. McClure. 


STATEMENT OF C. K. McCLURE, SECRETARY AND TREASURER, 
STITZEL-WELLER DISTILLERY, SHIVELY, KY. 


Mr. McCiurr. My name is C. K. McClure. IT am secretary and 
treasurer of Stitzel-Weller Distillery, located at Shively, Jefferson 
County, Ky. 

Our firm has been in business continuously since 1849, including 
the medicinal-whisky business during the prohibition era. And 
throughout this period, except during prohibition, our basic sales 
operation has been that of selling bulk whisky. 

In this sales method, we, and other distillers, differ from those 
producers who merchandise brand names. 

We sell warehouse receipts for whisky in bond as the whisky is 
made, to licensed wholesale liquor dealers over the country. These 
wholesalers carry this whisky until it reaches an age suitable for 
bottling, at which time they instruct us to withdraw their whisky 
from bond, bottle it up, and ship it to them in glass, 

We have found that a program of this sort is the only method under 
which a small distiller, such as ourselves, can operate on a national 
basis with limited capitalization. 

In effect, the three families involved in our business own our capital 
stock—we own, so to speak, the “brick and mortar,” the distillery, 
the bottling plant, and warehouses, whereas our wholesale customers 
own the “liquid assets.” 

The whisky business is basically a banking business, because of the 
length of time that inventories must be carried, and because of the 
excessive taxes assessed against our product. 

If we were to attempt to desert our bulk plan of operation and 
carry these inventories ourselves, our capitalization and bank loans 
would both have to be extended to such a point that we would lose 
control of our own business. So, if we are to continue in business as 
independent distillers, we must continue our bulk-sales plan. 

The extension of the 8-year bonded per riod may become nec essary 
at some time in the future should the situation become so serious as 








EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 137 


to make such a move essential. There may come a time in the future 
when some type of such legislation may be advisable, but we are most 
hopeful that by that time a reduction in the excise tax on whisky will 
have resulted in a sufficient increase in withdrawals from bond to 
make such legislation unnecessary. 

Should that situation arise in such drastic form in the future, 
then, of course, some drastic action would have to be taken. 

At the present time, however, the situation is not drastic, but 
the proposed legislation certainly is drastic and most harmful to 
an independent operator such as ourselves and to our independent 
bulk customers in 28 States and the District of Columbia. 

We are opposed to a change of any rules of the game in the middle 
of the game unless the situation is a drastic one, and we do not think 
the present situation is, 

A change, such as is proposed, would certainly place a great hard 
ship on our bulk-owning customers located in every major city in every 
open State in the Union, except Kansas. 

We would suffer too, but nothing like these independent wholesale 
merchants who have built the financial structure of their distributing 
business around our bulk program. 

Why does a wholesale distributor buy bulk whisky ? 

(1) To insure himself of a continuity of supply, of the same whisky 
from the same distiller. 

(2) To insure himself of a profit structure commensurate with his 
own ability. 

(3) To insure his continuance in business as an independent 
merchant. 

These merchants all over this country are just as vitally affected 
by the proposed legislation comparatively as any smal! or large dis- 
tillerv, and they are located in every State that is not in the whisky 
business itself—I refer to the so-called monopoly States—except for 
the State of Kansas where such a method of selling bulk whisky has 
been construed to be contrary to the State regulations. 

Here are a large group of small-business men who buy not only 
from my company on this basis, but from other distillers who operate 
as we do. Here is a group of businessmen who are actually more 
numerous than are distilleries. Here is a group of businessmen who 
have spent years since the repeal of prohibition building their busi 
nesses on a basic rule established in 1894, some 59 years ago: The 8-year 
bonded period. 

They knew the rules when they started, and they have a right to 
the continuance of these rules, short of a very drastic situation which 
would warrant a change. Were the situation a drastic one today, 
they would be the first to advocate a change, because from a distress 
merchandising point of view they stand to be hurt worse than a dis- 
tiller, for by State laws they have only 1 State in which to operate, 
whereas, a distiller has 46 and the District of Columbia, to say nothing 
of the export field. 

How does this proposed legislation affect these independent 
businessmen ? 

My personal opinion is that the backers of this proposed bill are 
hoping for a competitive advantage through age claims, so to be 
competitive, our wholesalers will have to finance and carry their 
whisky a longer period of time. If they are presently carrying whisky 
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to 8 years of age, they will have to carry it to 12 years of age, and 
because of the fact that they have been withdrawing their inventory 

from bond in an orderly manner, it would require ‘at least a 3- year 
period for them to build up sufficient aged inventory to be competitive. 

A simple formula for figuring the cost of carrying bulk whisky is 
11 percent per year compounded of the initial cost of production, This 
11-percent figure will include: 

State taxes; county taxes; city taxes; school taxes that are assessed 
against the whisky annually. 

“Tt will also include: 

Storage charges; insurance; 5 percent interest to the bank. 

So, by carrying whisky to 12 years instead of 8, this merchant will 
have added an additional 47 percent to his initi: al cost. 

But that 47 percent additional cost is not all, for during the addi- 
tional 4 years of aging this distributor will lose an additional 15 
percent of his whisky by evaporation. 

To make it just a little clearer—some of our customers purchased 
whisky from my company in the spring of 1946 for $1.26 per original 
proof gallon. At 4 years of age that whisky will cost them $1.87 per 
original proof gallon, at 8 years old it will stand them $2.47 per origi- 
nal proof gallon, and at 12 years old it will cost $3.07 per original 
proof gallon. 

But original proof gallons are the number of gallons that go into 
the barrel the day the whisky is entered into bond. Of course these 
gallons will diminish during the aging process. 

If a barrel contained 50 proof gallons the day it was filled, we 
estimate that it will contain: 40.50 regage proof gallons at 4 years of 
uge ata ee of $2.30; 33.00 regage proof gallons at 8 years of age at a 
cost of $3.74; 25.50 regage proof gallons at 12 years of age at a cost 
of $5.01. 

The increase in cost from $3.74 at 8 years of age to $6.01 at 12 years, is 
an increase of 60 percent on a regage gallon basis. 

These estimates are made from our own warehousing experience. 

So you can readily see the terrific increase in cost this wholesaler 
will be faced with if he is to remain competitive. 

These costs for a whole gallon of 100-proof whisky such as $3.74 
at 8 years old may seem ridiculously low, but of course these costs do 
not include the cost of bottling which may average about $1 a gallon, 
and also the cost of the Federal tax of $10.50 per gallon, which brings 
the total gallonage cost f. o. b. distillery to some $15.24 per gallon, 
as opposed to the $3.74 figure I used before. 

In a situation of this sort, the only consolation TI can see for my 
customer is the fact that at 12 years the Federal tax is not as great a 
= entage of his total cost as it is at 4or 8 

Should he be forced to carry his whis ky to 12 years of age to be 
competitive, T assume he will be faced with no difficulty in prevailing 
upon the State. county, city, and school board to accept his additions 7 
taxpayments each year for the 4 additional years. T also assume he 
will have no trouble finding an insurance company to take his pre- 
miums for 4 additional vears. And I doubt if he will have to twist my 
arm to charge him 48 months more storage. But— 

Where. oh where does my wholesale customer find that banker that 
will give hima 144-month note, even at 5 percent ? 
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Mr. Chairman, that is my prepared statement. 
I would like to hand in here a group of telegrams that have been 


sent me by my customers. 


The Cuarrman. How many telegrams have you / 
Mr. McCuure. I did not intend to read the telegrams. 
16 from 46 customers over the United States. 


different States. 


PERIOD ON DISTILLED SPIRITS 


139 


I have some 


They come from 27 


All I want to say is that they come from Illinois, Arizona, Kentucky, 
Indiana, South Dakota, Maryland, New York, Arkansas, Georgia, 


Wisconsin, Florida, 


Nebraska, 


Texas, California, South Carolina, 


Delaware, Massachusetts, Tennessee, New Jersey, New Mexico—— 
The Cyamman. Pardon me, make a list of those if you wish and, 
without objection, they may be inserted in the record. 
Mr. McC.ure. No, sir, the telegrams authorize me to represent my 


customers. 
wholesale distributors. 


The CHatrmMan. Just make a list. 
names of the companies that have authorized you. 


In addition to my own company, I am representing these 


Let the stenographer take the 


Mr. McCvroure. I shall be glad to leave the telegrams, if you like. 
The CuHairman. All right, you can do that, if you wish, but they are 
not to go in the record except the names. I thought I made it clear 


the telegrams themselves are not going in the record. 


names of the companies whom you represent. 


Mr. McCrure. Yes, sir. 
(The list follows :) 


List of companies who have 
Distillery, Louisville, 


Name of company 


Lexington Distilling Co., Ine 


Maloney Davidson Co 

Harlan Bourbon & Wine Co 

Gateway Distributing Co 

John Knobel & Sons 

William J. Wagner, distributor 

Southern Illinois Wholesale Co 

Union Liquor Co 

Schuetz Liquor Co 

Dodd Distributing Co 

Dixie Distributing Co 

Augusta Distributing Co 

Henry Kelly Importing & 
Co., Ine. 

Bonny Distributing Co., Ine 

Mullen & Gun, Ine 

Service Liquor Distributors 

Rainbow Liquor Co., Inc 

Don W. Snyder Co 

Ralph Montali 

National Liquor Corp 

General Liquors, Inc 

Southern Liquors, Ine 

Saratoga Liquor Co., Ine 

Monarch Distributing Co 

Oneida Wholesale Liquor Hous¢e 

Frank Liquor Co 

Odom Co 

Peter Hauptmann Co 

Griggs Cooper & Co 

Moon Distributors, Inc 

Anchorage Cold Storage Co 

Sunny State Liquor Co 


Distributing 


authorized Mr. C. K. 
Ky., to represent 
Means Committee in opposition to ertension of the bonding period 


them 


Location 


Lexington, Ky 


Louisville, Ky 
Harlan, Ky 
Louisville, Ky 
Freeport, Il 
Chicago, I! 





ove, Ill 
Atlanta, Ga 
Columbus, Ga 
Augusta, Ga 

New York, N. Y 


Syracuse, N. Y 
Buffalo, N. Y 
Schenectady, N. ¥ 
Sacramento, Calif 
Los Angeles, Calif 
San Francisco, Calif 
Indianapolis, Ind 
South Bend, Ind 
New Albany, Ind 
Superior, Wis 
Sheboygan, Wis 
Rhinelander, Wis 
Madison, Wis 
Seattle, Wash 

St. Louis, Mo 

St. Paul, Minn 
Little Rock, Ark 
Anchorage, Alaska 
Albuquerque, New Mex 


before 


It is just the 


McClure, of Stitzel-Weller 
the House 


Ways and 


Name and title of author- 
izing official 


J. H, Leech, secretary-treas- 
urer 

D. E, Maloney. 

William L. Tucker, 

J. W. Robinson 

John Knobel & Sons. 

W. Earl Wagner, president 

John B. Gualdoni. 


Michael Schuetz 


Hugh J. Schneide 





D. C, Thompson, manager 
Charles A. Schafer, 


A. V. Mazza, 


N. Bilgore, president 

E. P. Lazzarone 

Don W. Snyder, president. 
Ralph Montali 

Marvem Lasky. 

H. R. Stout 

M. A. Johnston, president. 
G, M, Smith, president. 


Joseph Witas. 

Sol Frank 

M. W. Odom, president 
Erwin Harms. 

M. W. Griggs, president. 
Harry L. Hastings 

M. W. Odom. 
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List of companies who have authorized Mr. C. K. McClure, of Stitzel-Weller 
Distillery, Louisville, Ky.. to represent them before the House Ways and 
Veans Committee in opposition to extension of the bonding period—Continued 


Bee J Name and title of author- 
pan; —_—_ izing official 


Flen McCaig, Inc Jersey City, N. J Donald MeCaig, president 
R. W. Hooper 


P 1 te e Wine & 81 rits Co., Inc 


Delaware In 





Del Van R. Coats 


sale Liquors, I Co imbia S) ¢ E. M. Smith 





R nd Who 

lr pends t juor Co., Ine Fort Worth, Tex H. E. Holmes, president. 

Wes tern Wine and Liquor Co Omaha, Nebr r. J. Nolan 

Sioux Falls Wholesalers Sioux Falls, S. Dak Roger Peterson, sales man- 
ager 

Arizona Distributing Co Phoenix, Ariz 

South Florida Liquor Distributors, Inc Miami, Fla C, A. O'Neil, Jr 

I'ry-Me Distributors Washington, D.C J. A. Pappadeas, secretary- ’ ' 
treasurer 

Alexander R. Fritz, Inc Providence, R. I Alexander R. Fritz, presi- 
dent 


Mr. Enrrnarrer. Were these telegrams solicited, Mr. McClure 4 

Mr. McCrvure. Yes, sir; I asked each of our customers, I told them 
I was going to appear here, and if they desired me to represent. them 
in opposing this legislation at this time, they should wire me to that 
effect. 

Mr. Esrruarrer. That is perfectly regular. Now, have you made 
any contracts for the sale of your products lately ¢ 

Mr. McCuvre. We contract annually. 

Mr. Everuarrer. What is the price of this liquor now ? 

Mr. McCuvre. I think our last price—it changes each month with 
our cost of production—it ran about $1.46 per original proof-gallon. 

Mr. Eseruarrer. You can buy it for much less than that if you go 
out looking for it to some of these distressed distilleries. 

Mr. McCuvcre. I am speaking of the current new production, the 
brand new white whisky. 

The CuatrmMan. Mr. Jenkins will inquire. 

Mr. Jenkins. It seems to me that you now are speaking for a rather 
different kind of group, as I understand your first paragraph or two. 
\re you a distiller ? 

Mr. McCuvure. Yes, sir. 

Mr. Jenkins. I note in your fourth paragraph you say: 

We sell warehouse receipts for whisky in bond as the whisky is made to 
icensed wholesale liquor dealers over the country. ‘ ° 

Mr. McCuvre. That is right. 

Mr. Jenkins. Do you represent a lot of distillers or do you rep- 
resent people who sell liquor after it has been made / 

Mr. McCrivurr. We are the distillers who make the whisky and we 
sell it by the barrel on a warehouse receipt on a current basis to these 
wholesalers who in turn finance the whisky during its aging process, 

Mr. Jenkins. You make the liquor, you put it in the barrel, and 
you put it in the warehouse / 

Mr. MeCucre. That is right. 

Mr. Jenxrys. You have warehouse receipts / 

Mr. MeCuure. Right. 

Mr. Jenkins. That is just the same as money in the bank as far 
as you are concerned ¢ , 








EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 141 


Mr. McCuure. Yes, sir. 

Mr. Jenkrns. You sell those warehouse receipts to people who are 
retailers of liquor; is that right? 

Mr. McCrurr. Wholesalers, primar ily. 

Mr. Jenkins. But they don’t make any liquor? 

Mr. McCuvure. Right. 

Mr. Jenkins. They sell it. You sell those receipts and then the 
barrels of liquor receipted by those receipts belong to the fellow you 
sold them to ¢ 

Mr. McCuure. Yes, sir. 

Mr. Jenkins. Then you are clear out of the whisky business, are 
you not ¢ 

Mr. McCiure. No, sir; that is just 1 of 5 of our operations. We are 
a Warehousing operation and a bottling operation. When the whisky 
reaches an age to be bottled, our customer so instructs us and sends us 
back the warehouse receipts properly endorsed and we withdraw his 
barrels from bond and bottle and ship them to him. 

Mr. Jenkins. You don’t make or sell any special brand of liquor? 

Mr. McCuurr. Yes, sir; we do. There are 17 States, the so-called 
monopoly States that I referred to, that will not buy bulk whisky. 
Whether it is by law or otherwise, I do not know, but they will not buy 
warehouse receipts for whisky in bond. So that we do have to have 
enough inventory to supply them. 

I would say, if what you are trying to ask me sir—I do not mean 
to be impolite—you want to know what proportion of our business we 
do on this bulk basis as opposed to this brand case basis 

Mr. Jenkins. Yes, 

Mr. McCuure. I would say 90 to 95 percent of our business is done 
ona bulk basis. 

Mr. Jenkins. What is the volume compared to some of the other 
companies / 

Mr. McCiure. Volume of production ? 

Mr. Jenkins Yes. 

Mr. Mc ‘CLURE. This year we will produce in the neighborhood of 
28,000, 30,000 barrels of whisky. | 

Mr. Jenxrns These telegrams that you have placed in the record or 
the names of persons who sent them, what kind of business are they 
engaged in? 

Mr. McCriure. Wholesale business. 

Mr. Jenkins. Are they your customers? 

Mr. McCrurer. They are all our customers. 

Mr. Jenkins. The purport of these telegrams, I presume, will all 
be the same / 

Mr. McCrore. They authorize me to speak for them because our 
problem isa mutual one. If my customer gets into an age battle here, 
the point I am trying to make, if he gets into an age battle which is 
going to require more capital for his carrying of whisky and increase 
his costs—and I do not believe he can raise his price to offset. it—he is 
going to run out of money, No. 1: No. 2, I do not know where he can go 
toa bank that is going to finance him for 144 months. 

My. Jenkins. OF course you have an interest in him in a way. 


Mr. McCiure. He is my customer. IT am out of business if he goes 
out. 
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Mr. Jenkins. When he bought your liquor from you and you took 
the warehouse receipts, and so on, that is his whisky but naturally 
when he needs bottling and so on; then you take it out of the warehouse 
and take his whisky out and bottle it and send it to him in whatever 
shape he wants? 

Mr. McCivre. That is right, sir. 

Mr. Kran. Who puts the label on ? 

Mr. Jenkins. He says he does not sell any special brand of whisky. 

Mr. McCuiure. We have labels of our own, too, that when we sell 
these people this whisky they have the right to the use of our labels 
on their packages. 

Mr. Kean. They can use their own labels? 

Mr. McCrure. We have some that use their own labels. 

The Cuatrman. Are there further questions? We thank you, sir, 
for your testimony and the information you have given. 

Mr. Byrnes. Mr. Chairman, before he leaves, if I could just ask 
him one question, the question I have been asking. 

You have heard the proposal for relief that I have propounded 
and the question I propounded to other witnesses ? 

Mr. McCune. Yes, sir. 

Mr. Byrnes. I wondered if I could have your reaction 2 it. 

Mr. McCivrr. May I take just a moment to answer that, sir. Tam 
not an expert on Canadian whisky nor on anything else sta than 
the Kentucky bulk operation. I do not pose as an expert on that, 
but I do know more about it. Our position was a peculiar one in 
that we took neither side i in this fight until very recently. As a mat- 
ter of fact, quite often, sir, I have learned in our industry that if one 
of the little fellows can st iy out of the fracas, sometimes we can pull 
some of the big boys together. 

I will say this, sir, that I am ashamed that my industry had to 
have such a thing as this hearing. I actually am. But I want to 
continue in the explanation of our position. 

We took neither side, hoping that maybe we might be the white 
feather that could pull the two sides together. We did not take the 
side that I am speaking on today until such time as a compromise, 
almost directly along the lines that you have stated in your previous 
questions to witnesses here, almost identical to that, was presented. 
I think it only fair to the committee to say—I am sure there are a lot 
of other people behind me out here who feel as I do about it—that 
this is no place to air an industry inner struggle. It is our problem 
and certainly one we should oe been able to work out before we got 
up here. But T will say this: I did not make the proposition per- 
sonally, but I am told that the compromise based on your suggestion, 
very similar to it, was offered to the proponents of this legislation, 
and we got a turndown on it. I did talk here today during the recess 
with an executive of another large company on the other side who said 
he had never heard of such a compromise position. 

Mr. Byrnes. This is interesting. but what I am trying to get at is 
what your individual feeling would be. Speaking for yourself and 
-peaking for these people you represent, what do you think about the 
proposal ? 

Mr. McCrivre. If there are in our industry those that are up against 
the wall, so to speak, on the payment of this tax, we would favor a 
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compromise such as you have suggested, assuming that it could be 

1 am no lawyer—it could be written so that it will stick and will not 
have any holes and flaws and whatnot in it that would get us messed 
up. Weare ina long-haul business. Eight years is a long time and 
12 years is longer. 

Mr. Brnnes. Thank you. 

The Cuairman. Any other questions? 

Mr. Knox will inquire. 

Mr. Knox. I should like to ask the witness, has your company ever 
been put in a position where it had to confiscate storage whisky for 
storage charges overdue _ not paid? 

Mr. McCuure. Yes, si 

Mr. Knox. What has bets your experience as far as recovery of the 
storage and tax that you would owe the Government ? 

Mr. McCune. Well, we, to my knowledge, have never been in a posi- 
tion where we have had to sell whisky for the Federal tax. We have 
for storage charges. Our warehousing statute in the State of Ken- 
tucky provides that charges must be 6 months past due before whisky 
can be sold at auction, so to speak, in order to recover the charges. 
That, of course, would mean that when your Federal tax not coming 
lue until whisky reaches its eighth birthday, you would not have a 
( months leeway in which to recover. 

Mr. Knox. What has your experience been when the tax was due 
after the 8-year period had been exhausted ? 

Mr. McCuvure. To the best of my knowledge, we have never had 
whisky reach 8 years of age and been forced out of bond without the 
customer being there to pay the tax. Of course the tax liability would 
be ours. It is my final lik tbility. Uncle Sam comes to us for the tax 
money, no matter who owns the whisky in my warehouse. 

Mr. Knox. That is all. 

The Cuairman. Any other questions? 

We thank you very much for your appearance and information you 
have given us. 

Mr. McCrvure. Thank you, sir. 

The Cuatrman. The next witness is Mr. Cloud Cray, McCormick 
Distilling Co., Weston, Mo. 


‘ 


STATEMENT OF CLOUD CRAY, OWNER AND PRESIDENT, McCORMICK 
DISTILLING CO., WESTON, MO. 


Mr. Cray. My name is Cloud L. Cray, Sr. I am the owner and 
president of the McCormick Distilling Co. in Weston, Mo. I have 
ulso been president or executive vice president of Midwest Solvent Co. 
of Atchison, Kans., since 1942. This MeCormick Distilling Co. is a 
small independent distillery operation, of which I became the owner 
some 5 years ago. 

I am here to speak against the passage of the legislation allowing 
the extension of the bonded period. Asa small-business man, it is my 
firm opinion that my chances of success in this business would be 
greatly lessened by this legislation. The large major distillers may 
be financially able to carry large inventories for more than 8 years. I 
am afraid that I, like m: iny small distilleries in the industry, will find 
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myself squeezed between the need of increased capital and diminish 
ing returns, due to decreased profits. 

I have not been in the whisky production and marketing for very 
long, but prior to entering the industry I thought I understood the 

capital requirements that I would need for a small operation. I 
weighed the calculated risk carefully. All of my decisions have been 
made on the basis of regulations as the \ have existed i in the past. 

Although I have no intention of marketing overage whiskies, I knew 
that I would be forced to compete with products that would be carry 
ing greater age than mine. However, with the present bonded period 
of 8 years, I expected that to be the maximum age with which I would 
have toe ompete. 

I believe that my chance for success would be greatly impaired | 
this proposed bonding extension legislation were to pass. First of ull 
[ am convinced that the industry would start building up an inventory 
which would carry between 10 and 12 years of age. This would mean 
that I would be required, if I were to meet competition, to greatly in- 
crease my whisky inventories. 

Moreover, I am concerned by the figures which show that the dis 
tillers in favor of this bill have been holding their older whiskies 
and tax paid some of their own younger maturities. This would place 
them ina position to be able to market 9-year-old whisky within a year, 
then 10 years old, and so on. I do not have whisky that would enjoy 
these high-age numbers. 

Before going into the distilling business I investigated the age 
practices of the industry. I discussed warehousing and maturing with 
recognized authorities within the industry. During some of these 
discussions Dr. A. J. Liebmann of Schenley’s Distillers C orp. along 
with others assured me that whisky would not improve after 6 years of 
age. Asa result of my findings in this regard I established a policy 
of building toward the marketing of a product at 5 years of age. If 
my products did not improve thereafter it is my belief that any “older 
age statements on the label would tend to be misleading to the consum- 
ing public that might prefer my brands. But some consumers may 
actually think that the higher the age on the bottle, the better the 
product. If that will be the case, then I face the prospect of doing 
very little business or going into the open bulk market to buy some of 
the older whiskies for further aging. Even if desirable this latter 
step would require more money than my small operation could afford. 

In addition, if this bill were passed, the market price for these older 
whiskies will probably increase, so that I would not have much of a 
chance of acquiring these older whiskies at a price which would allow 
me to continue to hold them for some future marketing. 

I came into the distilling business with the understanding that the 
rules governing its operation were very rigid and completely controlled 
by law. I most certainly considered the bonding period of 8 vears 
as fixed, since it was established in 1894 and it had been applicable 
ever since with the exception of the prohibition period. I most 
certainly would not have entered the distilling field if I had thought 
that there was a possibility of this period being changed. For its 
change could only result in increased ages, increased inventories, and 
increased capital requirements. 
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The present bill is worded so that it applies only to those whiskies 
now in storage. Even so, that would mean that for 12 long years those 
who have and have been holding older whiskies can almost imme- 
diately start marketing these overage products. 

I do not have any whisky in this category, so therefore I will be 
unable to market any products carrying this high age. 

Since the whisky that I am producing and will produce in the 
future would only be allowed to carry an 8-year-age statement, it 
seems — 1 would be completely bypassed by any and all benefits 
that m: Ly be derived from the passage of the Ss: tylor bill. 

I wou like to inject at this point that I have been quite confused 
with the testimony that has been given lately because this is no peanut 
stand business. I wonder how small is small. I stated earlier I am 
a small segment of this industry. However, it takes a million dollars 
to get in this business in the small business Iam in. The independent 
distillery operation is costly to begin with. My plan is a 5-year plan 
of aging because I have been assured that eae between 4 and 
6 years reach their maximum quality. If a 5-year production you 
have to be in this business 5 years before you can hope to be in busi- 
ness, Which means an outlay to me of $200,000 per year for inventories 
alone. If this Saylor bill were e xtended to 12 vears, my capital 1 
quirement for inventory alone would be $214 million, which is ~~ 
beyond my potential. Weare able to meet the requirements which we 
have set. 

I also want to state this, that what we need, it seems to me, in this 
industry more than anything else is tax relief. I have a startling 
statement to make which has not been brought out in this evidence: 

Midwest Solvents, of which I am president, is producer of neutral 
spirits. We are selling those neutral spirits today at 35 cents a 
proof gallon. They are used immediately. They do not need to be 
aged. The tax on that product is $10.50 for something that we are 
selling for 35 cents, 30 times as much. That is where we need our 
relief, gentlemen. 

I appreciate very much the opportunity which you have given me 
to come before this committee and explain the position of my company. 

The Cuamman. I would like to ask a question which I do not think 
has been brought out here. 

If this whisky is held for 12 years, how much loss would they suffer 
from evaporation during that 12 years ¢ 

Mr. Cray. I have had no personal experience with that length of 
aging. but it has been told to me you would have about 17 gallons 
out of 50 gallons. I believe that is approximately correct. 

The Cuatrman. There is a chemist in the room, I think. He was 
here awhile ago. Maybe you can answer that question, Dr. Shipman. 
How much evaporation would occur in a gallon of whisky, we will say, 
that is kept in bond for 12 years ¢ 

Mr. Surpman. You would have between 45 and 50 percent of the 
original volume that was in the barrel in a 12-year period. 

The Cuamman. Thank you very much. 

Any questions / 

We thank you very much for your appearance here and the testi 
mony which you have given. 

Mr. Cray. Thank you, Mr. Chairman. 








146 EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 


(The following letter was received from Mr. Cray :) 
ATCHISON, KANS, April 3, 1953. 
Re Saylor bill, H. R. 1215. 
Mr. DANIEL A. REED, 


Chairman, House Ways and Means Committee, 
House of Representatives, Washington, D. C. 

HONORABLE Str: I had the honor of presenting my views before your committee 
Wednesday, April 1, in opposition to the above-mentioned bill. 

In order to avoid consuming too much of the committee’s time, I failed to in 
clude in my oral testimony final conclusions relative to the tax applying on 
blended whiskies and I would appreciate having you add the following as part 
of my testimony as I feel that it will give the committee a clearer picture of the 
excessive taxation applying to our industry: 

I find that 65 percent of whisky gallonage sold during the past year consisted 
of blended whiskies. Of this product, a minimum average of 65 percent is 
neutral spirits which would indicate that approximately 42 percent of the total 
sales of whiskies in this country were grain neutral spirits on which the tax 
as above outlined is over 3,060 percent of the present market value of such 
product. In other words, 42 percent of the whisky business in this country en- 
tails a tax of $10.50 per gallon on a product which is presently being sold 
at 35 cents per gallon. This constitutes Federal tax only and does not include 
State and other local taxes. ‘This, to my personal knowledge, is the highest tax 
ever imposed on any commodity and certainly must be considered as confiscatory 
in an industry faced with such high taxation. 

Respectfully yours, 
McCorMick DISTILLING Co., 
Croup L. Cray, President. 

The CHatrmMan. The next witness is Mr. Frank Schwengel, presi- 

dent, Joseph E. Seagrams & Sons, Inc., New York City. 


STATEMENT OF FRANK SCHWENGEL, PRESIDENT, JOSEPH E. 
SEAGRAMS & SONS, INC., NEW YORK CITY 


Mr. Scuwencev. I ask permission to have a company associate sit 
at my elbow to answer questions. 

The CuHatrMan. Perfectly proper. 

Give your full name and address, the name of your associate, your 
connection, and the capacity in which you appear. 

Mr. Scuwencer. Mr. Chairman and members of the Ways and 
Means Committee, my name is Frank R. Schwengel. I am president 
of Joseph E. Seagrams & Sons, Inec., a native of Illinois, I reside in 
Scarsdale, N. Y. 

The home offices of our company are in New York City. Our plants 
are situated in Kentucky, Maryland, Indiana, Pennsylvania, and 
California. 

I appear here on behalf of the Seagram affiliated companies of 
which the principal units are Seagram-Distillers Corp., Calvert Dis- 
tillers Corp. and Frankfort Distillers Corp. 

Before I proceed with my prepared remarks, Mr. Chairman, I would 
like to make some observations pertinent to the discussions yesterday. 
There was reference made to the fact, and I quote: 1 : 

It is no secret that the opposition to this bill has been led by Distillers Corp., 
Seagram, Ltd., of Montreal and Quebec, Canada, and Hiram Walker, Ltd., of 
Walkerville, Ontario, Canada. 

I want to correct that statement. I want to say that the opposition 
to this bill is not being led by Seagram, Ltd., of Montreal. I am here 
as president of Joseph E. Seagram & Sons, Inc., which is one of the 
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opponents of the Saylor and the Celler bills. The Distillers Corp., 
Seagrams, Ltd., of Montreal, Quebec, on the other hand, is a Canadian 
corporation which never has and does not operate in the United States. 
Joseph E. Seagram & Sons is an Indiana corporation whose officers 
and directors are all United States citizens, residing in this country, 
operating a business in accordance with the Federal, State, and local 
laws of this country. All our plants are in this country. We buy all 
our grains, barrels, and other supplies from American farmers, from 
American industry and produce in accordance with the American 
laws, as do all other American distillers. It is true that we have com 
panies who operate in other countries. Our affiliated companies oper- 
ate throughout the world. In many countries we have plants: Canada, 
Scotland, Puerto Rico, and Jamaica, in other words, where the distill 
ing is an important business with true American enterprise we have 
plants. 

Insofar as Distillers Corp., Seagram, Ltd., is concerned, it may be 
of interest to know that there is about as much American capital in- 
terested in that company which is listed on the New York Stock Ex- 
change, as there is in any other American distilling company, includ 
ing the leading proponents of the Saylor bill. Indeed, it is interest- 
ing to note that the leading proponent of the Saylor bill also has op- 
erating affiliates and brings into the United States a brand of Canadian 
whisky in competition with other Canadian whiskys. 

Reference was also made yesterday in several of the prepared 
remarks that whisky has been shipped to Canada, which is supposed 
to be returned by some mysterious manner in the American market. 
This is a deliberate falsification and known to such proponents of 
the bill. Under Canadian law it is illegal to ship in the United States 
or indeed anywhere the whisky which is labeled as Canadian whisky 
which is not manufactured in Canada. I want to state further, gen 
tlemen, certainly the ACVD knows that the whisky is not coming 
back—double exclamation mark. 

The red herring has been thrown across this discussion because it is 
obvious from the ve ry admission of the proponents of this legislation 
that the Saylor bill is not really intended as a relief measure but as 
a cleverly disguised fake by 1 or 2 companies to get a commercial 
advantage over the rest of the industry. 

It may be of interest to this committee in view of the many dis 
cussions yesterday regarding imported whisky that no Canadian 
whisky coming into the United States bears an age claim in excess of 
6 years. There is no battle of ages among Canadian whiskies. It 
certainly does not give that product any competitive age advantage 
over domestic whiskies. As a matter of fact, the entire importation 
of Canadian whisky accounts for only 3 percent of all whiskies sold 
in this country. 

The Government’s statistics prove that Scotch whisky at its greatest 
volume never accounted for more than 5 percent of whisky sales in 
this country. And all of the Scotch coming into this country, less 
than 5 percent of the Scotch, which means a total of two-tenths of 1 
percent of the entire market, is over 8 years of age, indicating again 
there is no attempt to use age as the purchasing incentive. 

In other words, older Scotch has a specialized market. They are 
museum pieces, so to speak, with a very limited luxury appeal. 
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Now, gentlemen, if I may proceed, my appearance before this Ways 
and Means Committee is prompted by our concern as to the effect the 
enactment of the Saylor bill would have upon the welfare of the dis- 
tilling industry including my own company. 

My personal appearance here is prompted by a feeling of respon- 
sibility to stand up and be counted with the industry majority in its 
point of view. 

Having sat in the councils of the industry for nearly 20 years on 
matters relating to the advancement of its welfare consistent with 
the public interest, IT am naturally concerned over the controversy. 
initiated by a minority, in an intraindustry fight which serves no 
industrywide purpose. 

There is no need for the suggested legislation because there is no 
crisis in respect to so-called surplus of any appreciable stocks of 8- 
vear whisky this year—or the next—or the next—or probably the next, 
as official figures disclose. 

Our company, because of its excellent financial and inventory posi- 
tion, could take the other side of this controversy. We could take 
the other side to our advantage, but we have, in enlightened self 
interest, joined’ those companies whose most important concern with 
this legislation is with its danger to the stability of values. 

Two basic questions confront you gentlemen in regard to this legis- 
lation: 

First, is there a crisis in inventories in the liquor industry at this 
time which necessitates relief measures ¢ 

Second, would the extension of the bonding period from 8 years 
to 12 years in the manner prescribed by this bill be in the interests 
of the public, the industry, and the Government, or would it be to 
their disadvantage ? 

In the strict sense of the word, I am not here as an opponent. 

I appear here as a supporter of an existing time-tested law. 

This law has satisfied the needs of the industry for some 60 years. 

Around this law has been based every phase of distilling industry 
operations, including production, merchandising, financing, and 
warehousing. 

We are convinced that the continuation of the present law best 
serves the overall interests of the industry. 

Government statistics on whisky stocks prove that there is no im- 
mediate need for any change in the existing bonding law. 

There is no merit to the allegation that an industry crisis is pending 
now or in the foreseeable future. If there were a crisis, 100 percent 
of this industry would be in favor of a genuine relief measure. In- 
stead, 75 percent of the industry is opposed to the Saylor and Celler 
bills. 

If this industry were to use up all its oldest inventories first, the 
whiskies over 5 years of age would not even supply the current year’s 
requirements. If all these older whiskies were used first, by next 
March there would be no whisky older than 5 years of age in Gov- 
ernment warehouses. 

In view of this, how can it be claimed that the industry has an over- 
supply of whisky or that an industry crisis looms on the immediate 
horizon ¢ 

Under the present law, the industry has been steadily reducing its 
inventories during the past 2 years. This has been done by the in- 
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creasing usage of whiskies and by the voluntary curtailment of pro 
duction. 

Today, total whisky stocks are at their lowest point since April 
1951. Continuation of the recent trends of curtailed production and 
increased aged whisky withdrawals will enable the industry in the 
not too distant future to achieve a proper balance in inventories. And, 
no one need be hurt in the process. This is the true workings of the 
free-enterprise system and the law of supply and demand. 

If there is an emergency as is alleged by some companies, the ques 
tion might properly be asked: why does one of the major distilling 
companies, which favors the passage of these measures, continue to 
hoard its older whiskies ? 

Many questions have arisen within the industry as to the actual 
motives of the m: jor advocates of this legislation. If they are con 
fronted with an oversupply of whisky, how do they justify the fact 
that one of the companies recently stepped up its production as well as 

continuing to hoard its older whiskies ¢ 

These bills are not the stopgap relief measures they are alleged to be. 
It has been argued that the proposed laws will provide relief on a 
temporary basis. All indications, however, are that any change in the 
bonding period will inevitably become permanent. 

It is interesting to note that a few days after the introduction of 
the Saylor bill, there was introduced a new measure, the Ceiler bill. 

This later measure is almost identical, word for word, with the 
Saylor bill, with one important exception, namely, the Celler bill be 
comes effective on the first month which begins 10 days or more afte) 
the date of approval. The Saylor bill would become effective on the 
date of approval. 

In other words, a period of from 10 to 41 days is provided during 
which still more whisky could be entered into warehouses to be aged 
for the 12-year bonding period. If inventories are already supposed 
to be excessive, why does this latest bill provide the opportunity fon 
more production? Could it be that relief is not really needed, but 
that with these measures it is hoped to gain a future marketing ad 
vantage ¢ 

There must be sound and valid reasons for changing a law—es 
pecially one that has become traditional in an industry. Such changes 
in law must confer benefits in excess of its disadvantages. 

The questions might properly be asked : 

Who is to benefit by the proposed change ? 

Will it benefit the Government ? 

Will it benefit the public ? 

Will it benefit more industry members than it will hurt ? 

The answer is obvious. 

Neither the Government, the public, nor the industry will derive any 
benefit from the proposed change in the bonding law. 

The Government certainly will not benefit. Actually, it will cost 
the United States more to administer the longer bond period and to 
protect its sizable revenue interests. These higher costs would be pro 
portionate to the anticipated larger inventories and increased number 
of warehouses. 

As for the public, even the proponents of the Saylor-Celler bills 
have admitted that these measures are of concern only to the industry. 

As for the industry, enactment of this legislation would disrupt the 
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orderly marketing, production, and financial procedures upon which 
the industry has operated since repeal. All distillers, wholesalers, and 
retailers would inevitably be required to invest more capital in their 
businesses at greater risk without the expectation of any added return. 

It is important to note that a number of distillers have withdrawn 
their support of the proposed law. After appraising the consequences 
of these measures, many distillers, in fact, decided to oppose the bills 
and to support the present bonding law. 

As a result today, more than three-quarters of the industry is op- 
posed to the passage of these bills. 

As recently as March 20, at the Conrad Hilton Hotel in Chicago, 
the largest company supporting the Saylor bill declared it an open 
meeting that it does not need bond extension for itself. If you add 
the 15 percent of the industry volume represented by this one company 
to the 75 percent of the industry already on record as opposed to these 
bills, the question could properly be asked: Why should Congress enact 
a law benefiting at the most only 10 percent of the industry and 
which would hurt a far greater number. 

To extend the bonding period in the manner proposed by the 
legislation would, in effect, be penalizing those companies who through 
foresight and sound management do not face any real or imaginary 
crisis in inventories. In the event this legislation is enacted, how 
inany companies would be financially able to rush into the open market 
to buy the quantity of older whisky needed to stay in business ¢ 

As an important factor in the industry, we at Seagram’s are con- 
cerned with the very real danger that enactment of this legislation 
would force many small distillers out of business. ‘These small com- 
panies do not have the capital nor the credit to finance the larger 
inventories needed for a 12-year bonding period. 

In its latest annual report to stockholders, the leading proponent of 
the legislation makes the statement that it is a generally recognized 
function of Government to create conditions which will preserve 
stability of values. 

We, who represent three-quarters of the industry, using this very 
definition, declare that these bills will not “preserve stability of values 
in the liquor industry.” In fact, they would accomplish the exact 
reverse. 

These measures run counter to the proponent’s own definition of 
the generally recognized function of Government today. How, then, 
can they request Congress to enact such legislation ? 

If Congress really desires to help this industry, a reduction in the 
present burdensome taxes on whisky would be the way to do it. It 
would solve any conceivable problem of inventory surplus. It simul- 
taneously would solve the serious social problems resulting from 
moonshining and bootlegging. 

It is regretable that this industry has taken up so much of the com- 
mittee’s time on so minor an issue. I cannot urge too strongly that 
this committee reject these proposed measures. 

I appreciate your courteous attention to my remarks. 

The Cuarrman. Any questions / 

Mr. Simpson will inquire. 

Mr. Stimpson. I was just curious to know the names of some of 
these small companies that might be forced out of business if this 
bill passes. 
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Mr. Scuwenceu. I think evidence was given on that score by the 
speaker preceding me, Mr. Cray. I think ‘there was also a statement 
made to that effect by that wonderful old established company in 
Kentucky, Stitzel-Weller, Mr. McClure; Brown-Forman substantially 
made that statement. There are other « ‘companies that cannot take it, 
that are all established. There are people like Smith-Bowman over 
here in Virginia. There is Daniels down in Tennessee. There is Jack 
Laird. There is Glenmore. 

Mr. Simpson. How about Julius Kessler? 

Mr. Scuwencer. Julius Kessler happens to be a subsidiary of Sea- 
gram Distilling Corp. 

Mr. Stimpson. How about Gallagher & Burton in Pennsylvania! 

Mr. Scowencer. Gallagher & Burton is a sales company of Seagram 
company. 

Mr. Simpson. Do they distill? 

Mr. Scuwenceu. They do. 

Mr. Simpson. How about Calvert Distilleries ? 

Mr. Scuwence.. Calvert Distilleries is a subsidiary of Joseph E, 
Seagram & Sons. 

Mr. Simpson. How about Hunter-Wilson ? 

Mr. Scuwencer. That is a subsidiary of Frankfort Distilleries. 

Mr. Simpson. What is left here, you will note, are only half a dozen 
others opposing this bill. There are at least that many on the other 
bill who say if they are not given relief they will be forced out of 
business. 

Mr. Scuwencet. I believe a list of those actually opposing and those 
who have taken an impersonal position on it is here available for the 
committee. It represents 75 percent of the industry. 

Mr. Stmpson. Does your company buy whisky from all of these 
companies ? 

Mr. Scuwencet. I should like to reply to that very definitely. The 
allegation has been made 

Mr. Suupson. I am asking the question. I am making no charge. 
Do you buy from any or all of these companies 

Mr. Scuwrncet. We buy in the open mi ark to fill our portfolio. 

Mr. Stmpson. Is the answer “Yes” or “No” 

Mr. Scuwencet. The answer is “Yes.” 

Mr. Sumeson. Do you buy from National Distilleries Products? 

Mr. Scuwenoen. Not at this time. We have our production facili- 
tiesat this time. We are not operating our distilleries, so it is unneces- 

sary for us to buy. But back following the shortage during the war, 
in order to fill in our portfolio, we bought certain desir: able whiskies. 

Mr. Simpson. Did you substantially increase your purchases for 
export last year? 

Mr. ScHweEnNceEt. No, sir. 

Mr. Sumpson. Do you know who is accountable for the great increase 
in exports last year 

Mr. Scuwencet. I do not; no, sir. 

Mr. Simpson. Your company did not have any increase? 

Mr. Scuweneort. I am certain of that. 

Mr. Linp. If I may answer that, you asked if we purchased it—I 
think you framed the question did we buy specifically les export. 

Mr. Sureson. Are you a part of that 24 million? 

Mr. Linp. Definitely; we have shipped whisky to Canada. 
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Mr. Simpson. Did you buy more in the last year than your average 
the years before / 

Mr. LANpb. No. sir. 

Mr. Simpson. Do you know what companies are accountable for 
that large increase? You admit that large increase in exports last 

year. Do you happen to know by whom it was bottled 

Mr. Linp. No, sir. I would like to say, sir, you keep on saying it 
was bought especially for export. I deny that possibility. T at least 
do not know. The whisky was exported ; ves. But whether it was 
bought specifically for export is a question I do not know the answer to. 

Mr. Simpson. [s your company responsible for the increase from 
five to eight hundred thousand to two and a half millions? 

Mr. Linp. As I said before, we have shipped whisky to Canada. 
We have done this continuously. Our American companies have sold 
whisky to our Can: adian affiliates. 

Mr. Simpson. Was there more sold in that manner last vear than 
the average for the vears before ? 

Mr. Linp. TI do not think our exportations and sales to our Cana 
dian affiliates have increased in any appreciable manner. 

Mr. Simpson. In other words, you were not taking any advantage 
of the break in the market price ? 

Mr. Linp. Definitely not. 

Mr. Simpson. Now, tell me this: It is estimated that during 1955 
excess of whisky which will have to be withdrawn under the 8-vear 
rule and the normal withdrawals will be approximately 36 million 
tax gallons, and that in 1956 the excess will be approximately 81 mil- 
lion tax gallons. nie you agree with that / 

Mr. LIND. No, Sl 

Mr. Simpson. Of course, that is the Treasury report: their experts 
have reached this conclusion. You do not agree with them? 

Mr. Linp. You are basing that on a premise you cannot be sure of. 
You cannot say how much whisky will be withdrawn from bond this 
vear, next year. 

Mr. Srwpson. You do not agree / 

Mr. Linn. I say that is not a guaranteed thing. You cannot tell 
how much will be left over. If they used all of the 5-vear whiskies 
this vear, there would be none left over. 

Mr. Simpson. You know the practice of the industry would not per- 
mit that. 

Mr. Linn. I do not know that, sir. 

Mr. Simpson. Even larger quantities may reach the bonding period. 
These estimates are based on practices of the industry in the period’ 

1948 through 1950. That could be altered by certain changes. It is 
the possibilities of changes that concern you ? 

Mr. Linn. That is correct. There is no reason to assume that the 
next 4 or 5 years must take the pattern of the last 4 or 5 vears. 

Mr. Simpson. Assuming the tax laws remain as they are today, do 
you anticipate having to come before Congress for re lief of the nature 

suggested here ? 

Mr. Linn. No, sir. 

Mr. Srmpson. The gentleman who testified earlier on your side 
continually talked about no need for relief at this time, but suggested 
by inference that sometime in the future the industry may have to 
come for this type of relief. 
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Mr. Scuwence.. Meaning 1957 or 1958. Should there be no tax re- 
duction, which we hope to gain at the proper time; should there be a 
general stagnation of business, meaning a reduction in purchase, then 
[ say to you, sir, we may all come and attempt to get on the relief roll. 

sut that is not in the foreseeable future. 

Mr. Sistpson. So far as the Se agram Co. is concerned it is not 
anticipated, but there is a crisis so far as individual companies are 
concerned and they say they need relief right now. 

My question now is why you are unwilling to give them relief now 
which they need when you yourself admit the possibility of having 
need of it in future years. You want to put them out of business? 

Mr. ScuwenGet. May I make myself clear in connection with the 
relief of so-called small distillers? None of the whisky scheduled for 
possible forceout will have to be taxpaid until August, and most are 
due later. It would take this industry at least 50 days to prepare a 
memorandum acceptable to the industry in respect to any compromise 
relief. The fact remains, however, that the largest proponents of the 
Saylor bill have not as yet indicated their willingness to compromise 
the question of genuine relief. Until this company, this leading pro- 
ponent of the Saylor bill, agrees to the solution of general relief 
will be impossible to work out safe law. We should like, however, to 
try to work out a measure that will afford genuine relief and yet save 
the industry at large and do that within 30 days. 

Mr. Simpson. That is a fair statement. Go ahead. 

Mr. ScHWENGEL. Such a bill, however, in my opinion, Mr. Simpson, 
must be a new bill. There has been too much irritation. 

Mr. Stimpson. Of course the committee will determine that fact. 

Mr. Scowencet. And it would have to be a bill which would not 
pose a threat to the industry as the Saylor and Celler bills, in our 
opinion, do. If the present Saylor bill is retained and amendments 
are added, we shall forever be faced with the possibility of all the 
dangers of unqualified bond extension. This is a matter which is the 
considered judgment of those companies who do not need relief but 
still agree to help hardship claims. 

We cannot agree to retaining this bill, the Saylor bill. It should 
be an entirely new measure. Our position in the matter is quite plain. 
I think I have made it plain that we are opposed to the Saylor and 
Celler bills. Why? They pretend to be relief measures but really, 
gentlemen, they are not. To the extent there should be actual deserv- 
ing hardship cases, we would not be unwilling to consider amendments 
that would provide proper relief of such cases, avoiding the dangers 
and pitfalls inherent in the Saylor and Celler bills. 

Any such hardship measure should certainly not give competitive 
advantage to any company. It should not allow the claim of age to 
be made beyond the traditional 8-year bonding standard for whisky 
which has been designated to mature within 8 vears. Certainly the 
question of quality must be considered, the question of st: andards. 
Since the whisky in the warehouse is designated to reach maturity 
within an 8-year period, it should properly be np at the end of 
* years and the bottled whisky to be allowed in bond for a specific 
period of time agreeable to all. 

Any require ment of such a measure might well be the imposition, or 
mean the imposition, of an interest charge on deferred taxpayments 
such as is done in income tax when the Government charges 6 percent 
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on hardship cases that require additional time. Naturally, since the 
issue at hand is the Saylor bill, nobody is fully prepared to decide at 
this time a complete safe solution to any hardship cases that may be 
involved. For example, some industry members feel strongly that 
when hardship relief is granted that the distiller halt production. 

It should be obvious, however, that the Saylor bill is not a solution 
to the problem that confronts us. If Congress deems it necessary to 
provide such relief, it is our considered judgment that this matter 
should be resolved by the industry itself. 

Mr. Stmeson. Thank you kindly. 

Mr. Jenkins. Are there any questions on your side? 

Mr. Byrnes will inquire. 

Mr. Byrnes. Do I understand from your statement, Mr. Schwengel, 
that you are not opposed to legislation which would afford relief to 
these companies that are faced with forceouts, no matter what the 
reason for the forceout is, provided it did not affect the bonding 
period and the advertising of whisky in excess of 8 years of age? Is 
that correct? 

Mr. ScuweEnecet. Yes, sir. 

Mr. Byrnes. So that your entire opposition goes to the basic prem- 
ise of extending the bonding period? 

Mr. Scuwencew. I am very definitely opposed to it, our company is, 
and 75 percent of the industry is. It is not a relief measure. 

Mr. Byrnes. So that as far as the general proposition that T have 
been trying to get opinions on, which has as its objective the granting 
of relief to people who find themselves in water over their head, you 
have no opposition ? 

Mr. ScHweNGEL. Quite the reverse. I have worked 50 years of 
my life. There is many a time on March 15 I have had trouble in 
meeting my income tax. I have been able to do it. I am most con- 
siderate for the genuine hardship people. 

Now please consider the question: Is the whisky held by speculative 
interest? What is the quality of the whisky? Also, take into con- 
sideration that in that relief measure it should not be harmful to the 

rest of the industry. On that premise I think you will find a very 
human interest in the little guy. I think I stated my company’s post- 
tion from the standpoint of self- enlightment, we would like to see 
the little guy survive just from pure commonsense. 

Mr. Jenxtns. If there are no questions, before you leave the stand 
will the other gentleman who is on your right give his name? 

Mr. Linn. My name is Frederick Lind, Old Greenwich, Conn.., at- 
torney representing Joseph E. Seagram & Sons, Inc. 

Mr. Jenxtns. The next witness on the list is John Laird, of Laird 
& Co. 


STATEMENT OF JOHN E. LAIRD, PRESIDENT, LAIRD & CO., 
SCOBEYVILLE, N. J. 


Mr. Larrp. My name is John E. Laird, president of Laird & Co.., 


| 
with plants at Seobeyville, N. J.; Lyons, N. Y.; and North Garden, 
Va. Through these three plants we are in a position to consume 
apples from nearly all of the apple-producing areas of the Atlantic 
seaboard. In addition to this, through contractual relations we con- 
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sume millions of pounds of apples from the Pacific Northwest and 
California. 

We are producers and merchants of apple brandy and apple wine. 
My company has been primarily a family owned and operated one 
for 7 generations. We do not own or merchandise any whisky, our 
business being entirely confined to the processing of apples. 

Our experience in the past has been that, although brandy does not 
require the same age as whisky, the demands on us for age nerease is 
in a definite re lationship with the average age of whisky that is being 
marketed. 

You are considering legislation whereby you will enable distillers 
to hold their products for further aging, until 12 years, if they so 
desire. We believe that the passage of this law would be immediate ly 
followed by competitive struggle among the distillers to outdo each 
other in age statements. Since we in the br: andy business follow to 
some extent the age of whisky, the public will also require us to 
increase the age of our brandies regardless of whether it has any 
effect upon the quality of the product. 

Laird & Co., and we believe most of the others in our branch of 
the industry, are in no position to enter this age competition. Such a 
program would increase our capital requirements beyond our means. 
Such a program would materially reduce our consumption of apples 
from thousands of farmers and fruitgrowers. 

Many small businesses in the distilling industry have closed up in 
the last 15 years. The staggering number of 29 distilleries have gone 
out of business in our branch of the industry. As long as the tax 
burden on the distilling industry remains at its present unbalanced 
level; as long as the costs of business generally are as inordinately 
high as they are today, that trend will continue. 

It isa desperate struggle for the small distiller today to continue in 
business. Yet the strength of our industry as well as the national 
economy depends primarily on the availability of incentives which 
keep the small distiller in business. It is our considered judgment and 
that of others like me that the passage of the Saylor bill and the Celler 
bill would put the small distillers in an untenable economic position. 
This legislation would place a hard premium on financial resources. 
It is a premium which the average small distiller could not afford 
to pay. 

Our company has developed within the laws and regulations that 
have affected the distilling industry for over a century. If the major- 
ity of the industry favored the bill and the legislation was necessary 
to provide required relief, we realize that we could not reasonably 
object to it. However, the substantial opposition that this proposed 
measure has aroused by the majority of the distilling industry has 
given us cause for concern. It has led us to believe that we should pre 
sent our case as a small distiller in opposition to the passage of this bill. 

We are cognizant of the fact that there is a possibility of an emer- 
gency occurring in late 1954 or 1955. If there is a large surplus of 
whisky and it is thrown on the market it would depress the entire 
market and our branch of the industry would be adversely affected. 
That emergency has not yet arisen and may never happen. In the 
event that it does, I have every confidence that the Congress will 
promptly pass appropriate legislation. 

Thank you very much. 
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Mr. Jenkins. Are there any questions ¢ 

Thank you very much for your statement. 

We have one other witness on the list here. The name is Mr. 
Julius Sehepps. While Mr. Schepps is coming forward, I might say 
for the benefit of those who have testified, if you have not submitted 
vour manuscript to the reporter, you should do so. If you wish to 
correct your testimony you should make arrangement with the clerk 
of the committee to see your transcript in the next few days and 
make whatever correction you wish to make under the circumstances. 


All right, Mr. Schepps. 


STATEMENT OF JULIUS SCHEPPS, PRESIDENT, JULIUS SCHEPPS 
WHOLESALE LIQUORS, DALLAS, TEX. 


Mr. Scuerrs. My name is Julius Schepps. I live in Dallas, Tex. 
[ am the president of the Julius Schepps Wholesale Liquors, of 
Dallas, Tex. I have been engaged in the wholesaling of distilled 
spirits since 1935. In the 2 previous years, I served as president of 
Wine and Spirits Wholesalers of America, Inc., but this time I am 
only representing my interest. 

[ appreciate this opportunity to present my views as a wholesaler 
on the propos sed legislation which, if enacted, would adversely affect 
my future well-being. 

The proposed legislation to extend the bonding period for distilled 
spirits, on the surface, appears to have very little danger in it to 
wholesalers. However, because this legislation proposes ret roactively 
to allow whisky already in bond to remain for a longer period and 
would permit distillers to claim age on this whisky, the bill actually 
has omious undertones for distributors 

While the views I express are my own, I have checked them care- 
fully across the country with a number of distributors whose judg- 
ea I have alw: ivs respec ‘ted. We agree on the following : 

This legislation would plunge the industry into an accelerated 
race in which ages of whisky would be featured rather than quality of 
goods. We wholesalers have had more than our share of disastrous 
experiences with changing labels of our suppliers in the past. Dur- 
ing the late 1930's and again in the late 1940's, competitive races among 
= tillers led to constantly changing labels with the latest age claim 

‘ latest blend formula, rendering obsolete, substantial inventories 
aod by wholesalers in good faith. We took the punishment on 
these goods and do not relish a repetition of another period of such 
cha aos. 

We are convinced that the current system of marketing whisky 
amie be completely upset by the enactment of this legislation. 
Che emphasis would be on new brands and new labels featuring older 
and older whisky. And we are afraid that much of our inventory 
may become dead stock, 

3. No legislation affecting any industry can be good legislation if 
it is strongly opposed by over three- qui arters of the industry as is the 
case with the proposed Saylor bill, H. R. 1215, and Celler bill, H. R. 
see to extend the bonding period. 

. The advocates of the existing bonding law claim that the proposed 
c ‘i ange is of a stopgap variety, designed to alleviate a temporary over- 
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supply of inventori It is str: inge, however, that the distil ller pro- 
ponents of this aiah ation have refused to seek relief by any method 
other than extension of the bonding } period. I have bee n told that 
until recently proposals made tow: ae the end of developing a genuine 
relief measure, which would not upset the tr: \ditional competitive 
balances in the industry, have been either ignored or rejected by some 
of *. industry advocates of these bills. 

». We distributors who market legal whiskies are disturbed by the 
fact that these very proponents who seek a change in the law, despite 
their claims of hi ardship, have continued to produce whiskies, thus 
further aggravating their own condition. They have shown no signs 
of any desire to consider any voluntary limitation on production, 
Hence, the same sort of alleged emergency crisis could be deliberately 
raised again in a few years from now, when whiskies could be hoarded 
again to allow them to become older than the then prevailing bond 
limit of 12 years. At that time, the cry might we ; go up to extend 
the bonding period beyond the 12 years and again be made retro- 
active to include whiskies alre: ady laid away. This mo again favor 
the few at the expense of the many. 

6. It is well known from past experience that legislation of a tem- 
porary nature very often becomes permanent. The examples of this 
are too numerous to cite. In our own industry, we need only point 
to the fact that the $3 wartime Federal excise tax increase on dis- 
tilled spirits of 1944 was supposed to be temporary and to be removed 
at the end of the war. Instead of a tax reduction at the end of the 
war, taxes remained as they were and, in fact, in 1951 Congress added 
an additional tax of $1.50 per gallon. 

A 12-year bonding period would compel us to increase our capital 
investment in our business or to borrow additional capital to finance 
the new brands that we feel will inevitably be put on the market by 
our suppliers. Because our business is heavily taxed, prepaid goods, 
any change in our inventory requirements would place onerous finan- 
Cl al burdens on us without any hope of extra profit. 

And even if the legislation does affect whisky only currently in 
iene and ultimately the bonding period does revert back to 8 years, 
we feel that this industry would be hurt public-relations-wise, because 
we could expect some degree of public disapproval when virtually 
overnight that segment of the public which would come to prefer 
the older labels would be unable to buy them in the open market. Our 
industry has enough public-relations troubles and need not go look 
for new ones. 

9. I distribute brands of Brown-Forman Distillers Corp. I handle 
the Brown-Forman brands as an exclusive distributor in the territory 
I service. I hold contracts to purchase bulk whisky from National 
Distillers Products Corp.., Brown-Forman Distillers Corp., and the 
Medley Distilling Co. These contracts are exclusive contracts, but 
in the event these distillers decided to raise the age on the labels of 
straight whisky which I distribute in my area, it would compel me to 
invest up to twice the amount of money in my bulk holdings as I have 
invested at present. This additional investment, I am convinced, 
would yield me no increase in return. For most small distributors 
such added financial burden could well prove disastrous financially. 

Because of the higher cost of whisky, barrels, interest, insurance, 
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and other charges, the financing of these bulk holdings have become 
a problem to distributors that carry their whisky for 4 or 5 or 6 years. 

I cannot for the life of me understand why Congress should be 
asked to enact special-interest legislation which would favor specula- 
tors and those distilling companies that have not managed their busi- 
ness properly. The excise tax on liquor went from $6 to $9 in 1944. 
It remained at that rate until October 1951. During this period all 
companies were equally affected by the Federal tax. However, some 
distillers increased their sales volume, while some lost sales volume, 
reflecting their own management abilities. It is interesting to note 
that the major industry advocates of this legislation showed a steady 
downward trend of sales. They have claimed that taxes are respon- 
sible and that is why they have excess inventories today. Actually, 
however, it was bad management on their part, because despite the 
drop in sales, these companies kept on producing and producing 
though they knew that their inventory requirements were constantly 
diminishing as their sales volume was curtailed. And taxes did not 
go up until October 1951. 

In my opinion, these proponents are opportunists. When the Ko- 
rean war broke, they bought themselves a tremendous insurance policy 
and took the gamble that production control would come about in the 
liquor business. They are now faced with a situation where the insur- 
ance premium is due and they do not like to meet it. They feel that 
they have to call on the legislative body of this land to give them relief. 
It is a purely selfish move on their part, made worse by the fact that 
they are trying to turn this to their own advantage. 

Is it the function of Congress to reward bad management and un- 
sound speculation? It would seem to me that in the public interest, 
legislation would be enacted as fairly as possible, so as to set fair rules 
of competition in which no one would be discriminated against, and 
everyone would have a chance to compete with each other in a normal, 
decent business fashion. 

I do not presume to know the motives of the industry proponents 
of this legislation. But from my intimate, personal knowledge of this 
industry, I am convinced that behind the piety of their claims about 
the industry is their desire to take competitive advantage of new rules 
of competition, and that they seek your help to do so. 

I cannot stress strongly enough that the passage of these bills to 
extend the bonding period is not “the solution to any problem of over- 
supply, which the proponents of this legislation allege to exist. 

Gentleman, right now on my desk in Dallas are continuity contracts 
calling for the purchase of specified quantities of bulk whiskies for the 
future. These contracts would insure me of a continuous supply of 
whisky adequate for the brands I now sell on the basis of existing 
bonding standards. 

As a prudent businessman, I cannot sign these contracts until I know 
what happens with regard to the proposed legislation. These con- 
tracts are designed to meet my needs under an 8-year bonding period. 
They are not meant for a longer period. 

If the laws are revised, I would have to restudy my own market 
situation and decide whether these contracts are adequate or whether 
new ones would be necessary, or whether it would be better for me to 
remove myself from the bulk market and stick to franchise brands. 
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I do not want to bind myself for the future with a contract meant 
for different rules of competition. Until you gentlemen decide the 
fate of the marketing of whisky, I cannot run my business in an 
orderly manner, just as no one can run a car without clear vision 
of the road. 

My future is at stake in this legislation as is the future of all whole- 
salers. I urge you to pay heed to our need for stability of values. 

| apprec late your courtesy in permitting me to mi: ake this presenta- 
tion to this committee. 

Mr. Jenkins. Are there any questions? If not, we thank you for 
your testimony. 

Mr. Scurrrs. Thank you, sir. 

Mr. Jenkins. This seems to have finished the calendar. Is there 
any other witness to be heard? Who is the other witness / 

Mr. Streer. Mr. Feldman should be added to your list. 

Mr. Jenkins. Mr. Feldman will you come forward please? Iden- 
tify yourself for the record and proceed with your statement. 


STATEMENT OF NORMAN FELDMAN, TREASURER AND GENERAL 
MANAGER, FEDERAL WINE & LIQUOR CO., JERSEY CITY, N. J. 


Mr. FetpMan. My name is Norman Feldman. I live in South 
Orange, N. J. [am the treasurer and general manager of the Fed- 
eral Wine & Liquor Co., of Jersey City, N. J., and have been actively 
engaged in the wholesale liquor business since 1936. 

For almost 15 years now, I have been active in national and local 
wholesale association matters and in broad industry public relations 
affairs. I am a member of the board of directors of the Licensed 
Beverage Industries, the national industrywide public-relations or 
ganization, and have served in the past as president and chairman of 
the board of directors of the Wine & Spirits Wholesalers of America, 
Inc., the national trade association of wholesalers in the liquor indus 
try. However, today I am appearing here in my own behalf. 

I have requested this opportunity to appear before this committee 
because wholesalers would be vitally affected by the enactment of the 
proposed legisl: ation to extend the bonding period. While distillers 
are most directly concerned with this legislation, wholesalers and 
retailers who have to sell locally the products of the distillers would 
also be inevitably affected. 

At present there are only some 109 registered distilleries, whereas 
throughout the United States there are around 1,000 bona fide whole- 
sale distributors and 189,000 retailers. Collectively the stake of retail 
ers and wholesalers exceeds that of distillers. 

Wholesalers, like myself, who are members of national and local 
trade associations, are independent businessmen. We perform the 
distribution and warehousing function between the distiller and the 
retailer, and hence must of necessity be familiar with all the problems 
affecting the industry. 

We have substantial capital investments in warehouses, offices and 
equipment. Because we handle taxpaid merchandise, our inventory 
investment is huge. 

Virtually all of us have e xpended sizable sums of money and effort 
in furthering the distribution of the brands we sell. I am convinced 
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that the value of the brands ell will most assuredly be affected by 


the passage of these bills 

In accordance with industry practice as permitted by Federal and 
State law, we maintain a sizable volume of accounts receivable with 
| ilers to whom we extend credit for 30 days. I believe the 
enactment of these measures would ( ompel us to increase our accounts 


receivable. 
Independent wholesalers, furthermore, have responsibilities to the 


nearly 100,000 employees working for us throughout the country. 


Many of these employees are salesmen, who have devoted up to nearly 
20 years building respect for the brands they handle with retailers 
and the public they serve. Al] this vood will they have developed 


over the years could be wiped out overnight by the enactment of this 
legislation. 

I have discussed this matter with a number of distributors across 
the country who are fully acquainted with the industry inventory sit- 
uation al d the potential e fects of the propos sed legislation. 

In their considered judgment, and mine, the enactment of either 
of these two bills would inevitably force a further concentration of 
resources in the hands of a few distillers. This would come about 
because most of the smaller distillers would not be able to meet the 
heavier financial burdens imposed by the extension of the bonding 
pe riod. 

[f further concentration takes place, we believe that a few distillers 
would then be in a position to dominate the industry by the sheer 
weight of their capital and inventory resources, thus threatening the 
security of each independent wholesaler. 

Let me put it this way. To the extent that there are fewer and 
fewer suppliers, to that extent our independence as businessmen is 
weakened. And if this law has the disastrous effect we are convinced 
it will have, it may well be that many distributors handling minor 
lines vente be eliminated from the indus try, while the balance would 
lose most of their independence. 

There are two primary methods of operation for liquor wholesalers. 
First, there are the franchise distributors who handle case goods and 
act as wholesalers of the popular, widely advertised brands. In the 
opinion of the vast majority of wholesalers with whom I have dis- 
cussed this matter, confusion would result from the passage of these 
bills. It would cause a flooding of the market with many new brands, 
changing ages, and varying blend formulas. Only those distributors 
could continue to stay in business who handle the brands of the large 
es because only the large distillers with their resources would 
be able to meet the financial cost of both increased inventories and 
promote their br ands with heavy advertising budgets. 

Secondly, there are wholesalers who have purchased selective bulk 
whiskies with a definite, planned program of bottling under the distil- 
lers’ brand names which they merchandise in their local markets. 
There are some distributors with no franchises for the faster-selling, 
popular advertised brands who depend primarily upon such controlled 
brands for their livelihood. These wholesalers, like the wholesalers 
who buy bulk whisky to supply private labels, must of necessity follow 
the same basic inventory and merchandising policies as set by the na- 
tionally advertised eit 
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It is proposed that the bonding period be increased from 8 years 
to 12, or by 50 percent. This increase of 50 percent automatically 
would compel most distributors dealing in bulk whisky to go into the 
open market immediately and to the extent of their capital and credit 
substantially increase their holdings of aging bulk whiskies. 

This would place them completely at the speculative dictates of 
either those distillers who have surplus holdings because their own 
brands are not s¢ lling or those holders of bulk whisky with ho pro- 
prietory brands who have been hol ling on to age Ya Wi hiskie sin the hopes 
of getting higher prices after the proposed legislation is enacted. 
These few distillers and bulk speculators would in effect be able to 
set their own prices for aged whiskies, far above reasonable levels, 
which wholesalers who own house labels would be compelled to accept 
if they wished to survive. 

It 1s important for the members of this committee to recognize 
that there is a basic distinction between a few opportunistic members 
of the industry who have purchased bulk whiskies for speculation 
and those many wholesale distributors who, in the normal course of 
their business oper’ itions, hold contracts for continuous —— of 
newly distil led bulk whiskies to meet the demand for the brands and 
labels they sell. 

It is inconceivable that legislation would be enacted which would 
favor a small group at the expense of the vast majority of the industry, 
particularly when this small group is largely comprised of speculators. 

A number of problems, common to all wholesalers, would result 
from the adoption of the proposed legislation : 

1. It would make all wholesalers become speculators, rather than 
merchandisers distributing voods in due processes of commerce, 

‘hose who have bulk holdings would have to speculate in the open 
market to increase their holdings. 

And those os who sell popular, widely advertised brands 
would be compelled to buy on a hand-to-mouth basis and to guess 
at forthcoming changes in labels and ages so as not to be caught with 
too much dead stock inventories of brands with changed labels. 

2. Retailers and consumers would be deceived because some dis- 
tillers in their advertising, in all probability, would unduly stress 
the age concept. This would tell the consumer in effect that “if it is 
older, it is better”; or that “greater age means better quality.” It is 
not amiss to point out here that if you have bad whisky to begin with, 
it would a at the end of 8 years, 12 years, 20 years, or even a 
hundred vei : that age, of and by itself, is not the sole, nor even the 
most import: oe criterion of quality; and that the retailer or consumer 
who | buys only on the basis of age claims is, in effect, being deceived. 

The proposed legislation would have serious public relations 
repercussions. The measures contemplate that the bonding period 
will revert back to 8 years when all whiskies now in warehouses are 
disposed of. Under such a situation, 12 years from now the con- 
sumer who might become impressed by age claims would accuse the 
industry, mistakenly though it might be, of altering quality stand- 
ards or of cutting corners to increase profits. It is for this reason 
that we are convinced that once the bonding law is extended to 12 
years, it would never be changed back. 

Both the Saylor bill and the Celler bill are broad in scope in 
referring to all “distilled spirits.” Today, it would be whisky that 
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would be kept in bonded ag ig for aging past 8 years of age. 
‘Tomorrow, it would probably be Puerto Rican and Virgin Is lands 
rum. The next week, domestic brandy, and so on. The marketing 
problem would be bad enough for wholesalers to be confronted with 
ever-changing labels of whisky. It would be even worse when all 
these other items are allowed to age beyond 8 years, as is provided for 
undet this legislation. 

5. There,are now countless brands and labels on the market. The 
enactment of this legislation would result in the introduction of even 
more and more brands. ‘This would inevitably mean that each fran- 
chise wholesaler, merely to abide by the marketing programs of his 
suppliers, would have to carry larger and larger inventories, much 
of which would be tied up in slow-moving goods. This would apply 
to retailers as well. 

More invested capital would be required; more insurance needed; 
more warehousing space maintained; more interest paid on more bor- 
rowed funds; more personal property taxes paid. 

I might add that because retailers would be buying a larger number 
of items, wholesalers would have to extend a much larger volume 
of credit to them, necessitating more bank borrowing. And, in all 
probability, collections from retailers would be slower and credit 
losses oreater. 

Retailers and wholesalers well remember the bitter experience of 
the late 1930’s, with fast changing labels and age statements. We 
also shall not soon forget 1946, 1947, and 1948, when overnight many 
of us were left with large inventories of dead stock because suppliers 
were introducing many new brands, reintroducing many old brands, 
and increasing the age statements on many brands. This led to much 
inventory in our warehouses and on retailer shelves becoming obso- 
lete overnight. Substantital losses had to be taken, to move these 
items. 

There is absolutely no question in my mind that, in the light of 
higher costs of doing business today, the smaller wholesalers could not 
stand this added financial strain. I am sure you gentlemen will 
agree that it would be bad for the wholesale liquor business to be 
left in the hands of fewer and fewer people. And that, I am afraid, 
is exactly what would happen if this legislation were enacted. 

Passage of either of these bills is not the solution to the problem 
of ove rsupplies which is alleged to exist. The answer is: 

1. For hard-pressed distillers to stop production and not put it off 
for 4 vears, and 

2. For all distillers to use up their older whiskies first. 

Voluntary stoppage of production is not at all unusual in the alco- 
holic beverage industry. In the wine industry when supplies are too 
plentiful and the tanks are full, the next year there is a limited crush 
and inventories are leveled off. 

If Congress really wishes to furnish a sound avenue of relief to 
the liquor industry, it is —— int that the excise tax on liquor be 
reduced. Why should there be any detour in the real relief which 
is needed by this industry, whose products are by far the most highly 
taxed ? 

If taxes are reduced from the present level of $10.50 per gallon to 
the $6 per gallon as is proposed in legislation now before Congress, 
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sales of legal liquor would pick up tremendously, for the consumer 
would find less discrepancy in price between bootleg whisky and legal 
whisky. 

Thus would be solved the problem of any possible surplus of inven- 
tories in the hands of any member of the industr y. 

I thank you for the courtesy you have extended to me. It is good 

» know that we live in a democrac y where both sides of a contro- 
versial issue can express their views freely before the lawmakers of 
the country as has been done these past 2 days. 

Mr. Jenkins. Are there any questions? 

If not, we thank you for your contribution. If you wish to extend 
your remarks, you may do so. 

Mr. Srreer. Mr. Jenkins, ap yparently I was misunderstood this 
morning. Mr. O'Neill and Mr. Toohey do not desire to make any 
oral statement but they do want an opportunity of filing a statement 
with you, if that is agreeable with you gentlemen. I would like to 
ask for that opportunity. 

Mr. Jenkins. Without objection, it is so ordered. 

(The statements referred to are as follows :) 


New YorkK 22, N. Y., April 1, 1953 
The CHAIRMAN, HouSE WAYS AND MEANS COMMITTEF, 
House of Representatives, 
Washington, D.C. 


My Drak Mr. CHAIRMAN: I have been in the liquor package store business 
since 1933 and, therefore, am very much interested in the Salvor and Celler 
bills now before your committee for consideration. 

I realize fully that the matter before you is one that concerns primarily the 
distilling industry but we retailers are a very important part of that industry 
and whatever concerns it is of vital interest to us. 

I am writing you because the decisions arrived at by you at this hearing could 
vitally effect my livelihood and that of other retailers. I realize that there are 
a number of issues involved between various members in the industry with 
which I am not fully acquainted. I merely want to present to you what would 
happen to me and other retailers if the present bonding law was extended. I 
am opposed to the passage of the Saylor and Celler bills for a number of rea- 
sons: 

1. The problem of merchandising and financing at the liquor retailer level 
today is complicated enough, and passage of this measure, which would bring out 
more labels and more ages, would complicate matters still further. 

2. Experience throughout recent vears has shown that there are already many 
labels which carry different age statements which have become obsolete on 
retailers’ shelves, and I fear that such legislation would aggravate this problem. 

3. Enactment of the proposed legislation would result in a need on my part 
to carry a wider stock of inventory resulting in a thinning out of my capital in- 
vestment and a greater capital risk in the operation of my business. 

If I may offer a suggestion, it appears to me as well as to many other retailers 
to whom I have spoken that the Saylor bill is bypassing the real problem before 
the industry, that is, the present burdenseome excise tax of $10.50 per gallon 
on distilled spirits. 

A reduction of this excessive tax to the rate of $6 a gallon would benefit the 
consuming public and every segment of the trade since it would divert into legal 
channels the movement of whisky which is now emanating from illegal channels. 

It is unfortunate that the excise tax issues which is of paramount importance 
to the industry, appears to me to have become submerged because of this intra- 
industry controversy on the Saylor bill. So, while I write to you to express my 
opposition to the Saylor bill, I would like to direct special attention to the fact 
that a tax reduction would more properly serve the public and industry interests. 

Sincerely yours, 
NoRMAN E. ToouHey, 
Monro WINES AND Liquors, INC. 
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NEw YorkK 22, N. Y., April 1, 1953. 
The CHAIRMAN, House WAyS AND MEANS COMMITTEE, 
House Office Building, Washington, D. C. 

My Dear Mr. CHAIRMAN: This letter is directed to you to express my opposi- 
tion to both the Saylor bill and the Celler bill which are now under consideration 
by the House Ways and Means Committee. 

I am a small-business man, a retailer in the package goods business. While 
there are only a little more than 100 distillers, there are some 185,000 retailers 
operating throughout the Nation 

In my opinion the retailer is the forgotten man in the discussion of the issues 
implicit in the proposed measures to extend the bonding period. 

It is ohaieme g to me why Congress would give serious consideration to a meas- 
ure which might help a very small fraction in the industry and upset the financial 
requirements and selling techniques of countless thousands of small retailers in 
the country This kind of hardship relief merely would give away to far moré 
pleas for relief by the retailer. 

lo realize the significance of this statement, it might be well to give you a 
capsule summary of the conditions under which the retailer operates at present. 
There are approximately 750 brands of whisky—possibly 1,000—already on the 
market today 


Because consumers have fairly well-defined brand preferences and generally ask 
for the brand they desire, a large part of the sales volume is represented by some 
25 to 30 items. On the supply side, certain companies have been bottling 
whiskies which, over a period of time, carry different age labels for the same 
brand. I can cite numerous instances but, because I carry the products of 


suppliers who are lined up on both sides of this issue, I do not wish to embarrass 
anyone. 

This pattern has already resulted in a situation where I have some of my 
capital tied up in stock which I shall have some difficulty in liquidating. 

Since there are already too many changes in labels on retailer shelves, why 
should there be enacted legislation which is likely to accelerate this tendency and 
tie up a retailer’s capital to a point where he may well find himself unable to 
meet his obligation? 

And, if the Saylor bill is enacted, why should my customers—the consuming 
public—be further confused by so many additional labels which would disappear 
from the market after a period of time? 

Hasn't anybody considered what effect this will have on the thinking of the 
public? 

I cannot ignore such a question because in the final analysis all retailers, 
wholesalers, and distillers are dependent upon the public for their continued 
existence. 

This bill is bad for me, and for all retailers who are not specialty or volume 
outlets. It means tying up larger sums of capital in merchandise which too 
readily becomes dead stock. Today we have ~ 6-, and 7-year-old age labels for 
the same brands. Tomorrow it may be 7-, 8- , 10-, 11-, and 12-year age labels 
for the same brands if this legislation is enac - Under such circumstances it 
would be virtually impossible for a retailer to operate his business to satisfy a 
discriminating public. And please consider the increased risk I would be forced 
to assume as a small-business man, without any greater return for this added 
risk. 

I state that this is bad legislation. I hope Congress will see fit to recognize that 
this measure is likely to create more problems than it professes to solve. 

Sincerely, 
RicnHarp W. O’Netriy, INc 
RicHarp W. O'NEILL. 


Mr. Jenxrns. Those of you who have testified and read your theses 
here, testified orally and have been cross-examined, have the right to 
come back and see the transcript and correct it and edit it as you 
might see fit. Do you have anything e yy 

Mr. Srreet. There is one problem in that connection. We asked 
Mr. Reed yesterday if we could get a oe of this transcript for that 
purpose. We understood we could not. How can we physically check 
the transcript ? 








EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 165 


Mr. Jenkins. You may come and consult with the clerk of the Ways 
and Means Committee in the adjoining office. He will furnish you 
with the manuscript. 

Mr. Savior. I wish to extend my remarks at this point in the record, 

Mr. Jenxrns. Without objection, it is so ordered. 

(Extension of remarks by Mr. Saylor follows:) 


EXTENSION oF REMARKS OF JOHN P. Saytor on H. R. 1215 


At the close of hearings on H. R. 1215 on April 1, 1953, your chairman kindly 
granted me the opportunity to extend my remarks in favor of this proposed 
legislation. 

In my testimony before you on March 31, 1953, I referred to one of the op- 
ponents of this bill who had talked with me in an effort to change my thinking. 
At that time I did not state his name but only related that he asked if “I wished 
to become well known in the liquor industry,” and then suggested that my pro- 
posed legislation might be acceptable to him if it were amended to contain an 8- 
year label provision. In testifying before your committee on April 1, 1958, 
Mr. D. L. Street, the gentleman in question, stated that he never proposed such a 
compromise. I wish here and now to reaffirm my statement that Mr. Street made 
this proposal to me. 

The second point I should like to bring to your attention is the repeated 
statement of opponents of H. R. 1215 that they represent 75 percent of the 
distilling industry. This, gentlemen, in incorrect. Eliminating the duplications 
of subsidiaries in their listing of opponents, one finds 11 producers of distilled 
spirits in opposition. They are: 


1. Brown Forman Distilling Co. 7. National Distillers Corp. 

2. General Distilling Co. 8. Joseph E. Seagrams & Sons, Inc. 
3. Glenmore Distilling Co. 9, A. Smith Bowman 

4. Kentucky River Distillery 10. Stitzel-Weller Distillery Co. 

5. MeCormick Distilling Co. 11. Hiram Walker & Sons, Ine. 


6. Merchants Distilling Co. 


The opponents listed a twelfth producer in opposition, Park & Tilford. I am 
informed that this company favors extension of the bonded period with restric- 
tion on label. Park & Tilford is not, therefore, an opponent of H. R. 1215, but 
a proponent with amendment, in exactly the same position as the other pro- 
ponents. 

There are 21 proponent distillers of which I have record. They are: 


1. Alfred Hart Distilleries, Inc. 12. Medley Distilling Co. 

2. Anderson County Distilling Co. 13. Old Happy Hollow Distillery Co. 
3. James B. Beam Distilling Co. 14. Old Jordan & T. W. Samuels Dis- 
4. J. T. S. Brown Sons’ Distillery tilleries 

5. Jack Daniels Distillery 15. Old Joe Distillery Co. 

6. J. P. Dant Distilling Co. 16. Park & Tilford Distilleries Corp. 
7. Dowling Distilling Co. 17. Publicker Distilling Co. 

8. Double Springs Distilling Co. 18. Rocky Ford Distilling Co. 

9. Glencoe Distilling Co. 19. Schenley Distillers, Ine. 

10. Grosseurth Distilling Co. 20. Willett Distilling Co. 

11. Hoffman Distilling Co. 21. Kirk Distilling Co. 


Other distillers, such as Heaven Hill, Barton, Waterfill & Frazier, etc., have 
taken a neutral position. 

In speaking of the distilling industry we should bear in mind that more is 
involved than distillers alone. Labor is on the record favoring H. R. 1215, 
Coopers, stave mills, bolt producers, and suppliers also urge favorable action. 

The third point to which I wish to direct your attention is that of the potential 
effect on Federal revenue of H. R. 1215. Best evidence that revenues will not be 
adversely affected comes from the considered judgment of the Treasury Depart- 
ment and your committee in the past. 

In 1894 the Ways and Means Committee, considering extension of the bond 
period (H. Rept. 276), stated “* * * the Government would lose no revenue 
and incur no additional expense in its collection.” Last year, 1952, when ap- 
proving (H. R. 7651, Eberharter) your committee stated, “The proposed exten- 
sion of the bonded period probably would not substantially affect the aggregate 
revenue over a period of years provided the tax rate remains unchanged. It 
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would impose upon the Government the burden of safeguarding the whisky in 
the interest of revenue protection for a longer period, but this would not appreci 
ably increase the expense of supervising warehouse operations. The Treasury 
Department does not object to the enactment of the bill.” 

This vear the Treasury Department report of March 31, 1953, on H. R. 1215 
says on this point, “The failure to extend the bonding period could force out 
whisky and lead to greater consumption as a result of distress sales or more 
intensive sales promotion. The immediate effect would be an increase in excise- 
tax receipts. However, the reaction on the corporate income tax would be 
unfavorable. On balance, it does not appear that there would be a significant 
change in total tax collections as a result of the enactment of H. R, 1215. In 
this respect, the Treasury Department has no objection to the passage of the 
bill.” 

The Congressional Record, May 26, 1898, page 5262, quotes a letter to the House 
Ways and Means Committee from the Commissioner of Internal Revenue, with 
the approval of the Secretary of the Treasury : 

“With reference to the indefinite extension of the bonding period, intended to 
be secured by the form of bond prescribed, I would state that these provisions 
of the bill meet with my full approval. In my opinion, the same rule of taxation 
that applies to all other products subject to internal-revenue tax should apply 
to distilled spirits; that is to say, the tax should be levied only upon the article 
withdrawn from the premises of the manufacturer for consumption or sale. 
The sooner such a law is passed, the sooner will Congress be relieved from solici- 
tations to pass bills offered from time to time to afford temporary relief.” 

It is readily apparent from a review of the 2-day hearing on H. R. 1215, to 
extend the bond period on distilled spirits, that extension or elimination of the 
bonding period is necessary 

(1) The proponents have proved that a serious force-out problem exists now 
for some distillers, both small and large. 

(2) All of the opponents admit that extension would or might be necessary 
in 1955, 1956, or 1957, as far as they were concerned. Testimony given by the 
opponents revealed that in 1956 or 1957 it might be necessary for them to ask 
for extension. They, therefore, conceded the validity of extension or elimination 
of the bond period. With such admission of validity of the principle by the oppo- 
nents, it is plain that they admit the validity of extension or elimination this 
year, for the proponents who have proven their need of immediate relief. 

The opponents almost unanimously agreed to extension of the bond period if 
some condition could be written into the bill which would protect those not 
affected this year from an alleged competitive advantage. Some agreed to 
extension this year provided labels and advertising be restricted to an age claim 
of S years. 

(3) The validity of extension or elimination of the bonding period on Ameri- 
can distilled spirits, including brandy, was further proven by testimony which 
revealed that foreign producers (with no bonding period in their country) are 
able to place their products in customs warehouses in this country for an original 
period of 3 years and then, if no market is available, obtain 1-year tax-free 
extension in bond year after year consecutively until they find a market. This 
tax-free extension has been granted to foreign products by the congressional law 
since 1930 (Tariff Act, 1930, see. 318). 

The extension or elimination of the bonding period necessary this year for 
American citizens will simply grant to the American industry the same relief 
which has been in effect since 1930 for foreign producers. 

(4) The extension or elimination of the bonding period this year would also 
be of immeasureable value to the American grape growers. It would permit 
the absorption of a large part of the surplus tonnage of grapes which, for the 
past several years, has wrought such havoc in the industry. At the same time, 
it would permit the small producer to develop American brandies in age cate- 
gories sufficient to compete for the first time in the American market with for- 
eign producers. 

This change in the basic law would cost the Government no money, and yet, 
at the same time, would help reestablish the American grape industry on a solid 
economic foundation, 

After weighing all the evidence that has been presented, after a careful study 
of actions by the House Ways and Means Committee and the Congress on this 
controversial subject since 1868, I am of the opinion that the sooner legislation 
is adopted eliminating the unnecessary, unwarranted, and archaic bond period 
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completely, the sooner will the industry be able to operate on the basis of 
sound financial principles without the constant fear of periodic chaos and 
bankruptcy. 


AMERICAN CAR AND FOUNDRY CoO., 
New York, April 1, 1953. 
Hon. JoHN P. SAYLOR, 
House of Representatives, 
Washington, D. C. 

DeaR Mr. Sartor: I wish to commend you for supporting the bill to extend 
the time during which distillers keep liquor in bond in warehouses from 8 to 
12 years. 

During 35 years when I was in the commercial banking business I had intimate 
contact with a large part of the distilling industry and I am therefore somewhat 
familiar with what is and what is not desirable for the industry and for the 
American public as a whole. I am now out of the banking business, and I am 
therefore thoroughly disinterested. However, this bill seems to me to be so 
desirable that I voluntarily, without any instigation from any source, felt com- 
pelled to write you. 

It seems to me that if the distillers of the country are willing to carry the 
burden of these stocks for an additional 4 years and thus give the American 
public the benefit of a higher class beverage, the American Government should 
at least give them their cooperation in the form of extending the length of time 
that the merchandise can be kept in bond. The Government loses nothing— 
it is bound to get its tax in the end and the American public will be privileged 
to obtain a higher class product than in the past. 

I therefore commend you and your friends for your efforts in this matter. 

Sincerely yours, 
JOHN E. ROvENSKY. 


Mr. Jenkins. Is there anything further? 

Mr. Coorer. Mr. Chairman, I assume you want, as has been cus- 
tomary in the past, to permit anybody else who wants to present a 
statement for the record to do so by conferring with the clerk of the 
committee. 

Mr. Jenkins. Of course, it would have to be something germane to 
this matter. Without objection, we will limit that time to a week. 

Mr. Street. May I ask the clerk if the statement which was sent in 
by Mr. Joyce on behalf of National Distillers Products Co. has been 
made a part of the record. The request was made that it be made a 
part of the record here today. 

Mr. JENKINS. Without objection, it is so ordered. 

(The statement referred to is as follows:) 

NATIONAL DISTILLERS PRODUCTS CORPORATION, 
New York 5, N. Y., March 26, 1958. 
Hon. DANIEL A. REED, 
Chairman, Ways and Means Committee, 
House of Representatives, New House Office Building, 
Washington, D. C. 

My Dear Mr. Reep: We understand that on March 31 public hearings will be 
held before the Ways and Means Committee on H. R. 1215, designed to extend 
from 8 to 12 years the period of time which present stocks of whisky may remain 
in bonded warehouses prior to taxpayment. We feel that there is no immediate 
necessity for the passage of this legislation and would like to have our position 
recorded in the minutes of the hearing. 

National Distillers Products Corp. is engaged in the manufacture, storage, and 
sale of distilled spirits. It operates bonded warehouses in which whisky is stored 
in bond for aging purposes at Large, Pa.; Broad Ford, Pa.; Baltimore, Md.; 
Frankfort, Ky. (3 plants); Louisville, Ky. (5 plants); Peoria, Ill, and Cin- 
cinnati, Ohio. 
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We are opposed to the passage of H. R. 1215 at this session of Congress. An 
examination of the stocks of whisky on storage in bonded warehouses indicates 
that there is no immediate need for the passage of this legislation. In our opinion 
the industry can absorb, without any material effect upon the market or undue 
hardship upon individual distillers, those quantities of whisky which will reach 
8 years of age during 1953 and 1954. If by 1955 the quantities of whisky in storage 
in bonded warehouses have not been sufficiently depleted to eliminate the threat 
of taxpaying large quantities of 8-year-old whisky for which there is no immediate 
market demand, Congress should then consider some legislative relief. 

The major problem confronting our industry today is an adjustment of the 
present high-excise tax upon distilled spirits. We are hopeful that a revision of 
this tax rate will shortly be acted upon by Congress in connection with amend- 
ments of the revenue laws. <A reduction in the excise-tax rate should result in 
expanded markets and increased withdrawals of whisky from bonded warehouses, 
permitting additional quantities of the older whiskys to be drawn from bond for 
immediate consumption. Should it appear by 1955 that the market for the 
industry’s products is not sufficiently broad to absorb the whiskys which will be 
forced out of bond by the 8-year limitation, Congress will have the benefit of the 
industry’s experience over the next 2 years to guide them as to the nature and 
extent of such legislation as might be justified at that time. The 8-year storage 
limitation has been a part of the Federal statutes for many years and we believe 
this limitation should not be set aside unless economic conditions make such action 
imperative. 

National Distillers is therefore opposed to the immediate enactment of H. R. 
1215. 

Very truly yours, 
R. E. Joyce, Vice President. 

Mr. Jenxins. Is there anything further / 

If there is no objection, these hearings are closed and upon the 
instruction of Mr. Reed, the chairman, the committee is adjourned 
subject to the call of the chairman. He told me to say there would be 
no call until after the Easter recess. 

(The following statements were submitted for the record :) 


DISTILLED SPIRITS BONDING PERIOD 


Statement of Hon. Hubert B. Scudder, Member of Congress, before House 
Committee on Ways and Means, April 1, 1953 


Mr. Chairman and members of the committee, before a decision is reached on 
an amendment to section 2879 (b) of the Internal Revenue Code, as contained 
in H. R, 1215, serious consideration must be given to what effect such a proposal 
will have upon domestic producers of beverage brandy. 

The producing of wines and brandy is an important economic factor in my 
congressional district in California. I have recently received a letter from 
Brother Timothy of the Christian Brothers Winery in Napa, Calif. In his letter 
Brother Timothy expressed concern, not only for the industry he represents, but 
also for others engaged in the production of wines and beverage brandy. They 
are in direct opposition to the provivions of the subject legislation, and I quote 
as follows from Brother Timothy’s letter of February 9, 1953: 

“The Christian Brothers are the largest producers of beverage brandy in 
California, and Christian Brothers Brandy is widely accepted by the consuming 
public throughout the United States. 

“It is our considered opinion, based on many years of experience, that the 
quality of brandy does not improve after it is 8 years old. In fact. an undesirable 
woody flavor results if brandy is kept in bond any longer. An extension of the 
bonding period, therefore, would not result in any improvement in quality 

t an g ye: ply. If the bonding period was extended. it 
could very well lead to an undesirable accumulation of inventories with a result 
ing pressure on the price structure, which would thereby do great harm to the 
eri » PTO Yr ‘olifarni« » io ; : 
ow in California, whose plight we are sure you know is not an 
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In view of the foregoing, I feel that the Committee will fully consider the 
harmful effect that such legislation may have on the brandy industry of the 
United States. 

I also understand the alcohol spirits industry is largely opposed to the purposes 
of this legislation, which would have a tendency to produce a large inventory 
and possibly depress sales, to the detriment of thousands whose livelhood is 
connected with this industry. 


LIvINGSTON, CALIF., March 21, 1953. 
Hon, DANIEL REED, 
Chairman, House Ways and Means Committee, 
Congress of the United States of America, Washington, D. C. 

Dear Mr. Dantet Reed: We, Livingston Fruit Growers Association, a grape- 
growers cooperative, wish to express our endorsement of the proposed bill now in 
Congress under the title of H. R. 1215 (Saylor bill) which intends to eliminate 
or extend the bonding period for distilled spirits, including brandy from 8 to 12 
years. 

We believe that this proposal would be of immeasurable value to grape growers 
and producers of brandies who are now in a serious condition, because, the 
utilization of grapes for spirits and brandies is one of very important outlets 
for control of surplus grapes and will help to stabilize the industry. 

We represent 98 grape growers who produce about 20,000 tons of grapes an- 
nually with an investment of several million dollars. 

We beg you to read this statement in the record of the hearing. 

Respectfully yours, 
LIVINGSTON FRUIT GROWERS ASSOCIATION, 
NorMAN M. KiskI, President. 
KF. T. KonNo, General Manager. 





CINCINNATI, On10, March 18, 1953. 
Hon. DANIEL REED, 
Chairman, House Ways and Means Committee, 
House Office Building, Washington, D. C. 

Dear Stir: It is our understanding that on Tuesday, March 31, there will be held 
a hearing to consider proposals with reference to the possible extension of the 
present 8-year bonded period in connection with the storage of Whisky in bond. 

We are a small Kentucky distiller and it has always been our considered judg- 
ment that there should be no limitation whatever placed upon the time whisky 
can remain in bond. The excise tax on distilled spirits is, from a practical stand- 
point, a sales tax and is collected when the product is sold. There is no logical 
reason why a distiller, at any time, should be forced to advance this tax unless he 
is able at the time to dispose of his product. Any distiller owning whisky will 
make every effort to merchandise his product long before it is 8 years old and an 
extension of the bonded period to 12 years would, in principle, be no more logical 
than the present 8-year limitation. 

We have always felt that even in normal times it is manifestly unfair for this 
industry to have a “shotgun date’ by which time all whisky must be taxpaid re- 
gardless of whether or not the merchandise can be disposed of in an orderly man- 
ner. The very crisis confronting this industry today, whereby large quantities 
of whiskies are about to be forced out of bond, at a time when public consumption 
is not sufficient to absorb them, has been precipitated by this very limitation. 
Who knows but what the same conditions might prevail 4 years from now and 
an extension of the bonded period to 12 years is no proper solution of a situation 
that would not exist at all were it not for the present limitation period. 

We therefore respectfully wish to go on record for an amendment to the regu- 
lation to have no restrictions whatever on the length of time that whisky can 
remain in bond. We would appreciate having our position on this matter inserted 
in the records of the hearing on March 31, 1953. 

Yours very truly, 
J. T. S. Brown’s Son Co., 
W. M. Morrison, President. 
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T. W. SaMuets D1stTILuery, 
Louisville 2, Ky. 

DeAR CONGRESSMAN: As president of the T. W. Samuels and Old Jordan Dis- 
tilleries (at a time when the industry approached this most important problem 
now before the committee with a divided front and with evidence of bitter and 
vindictive remarks, where unity should have been the purpose, yet was so pain- 
fully devoid), let me, please, without giving any impression of being a clairvoyant, 
make this observation that in view of the patience of the Ways and Means Com- 
mittee of the Congress of the United States, and the careful interrogation by the 
committee of those that testified, that a compromise understanding—one that 
will give no competitive advantage and will help the small distillers, will be 
enacted by this worthy committee. 

Our distillery was part of the group of some 16 distilleries who presented the 
pro-Saylor bill facts and unimpeachable data before your committee. I have sat 
through the hearings on both days allowed the proponents and opponents of the 
Saylor bill, and have not been swayed by those more vocal in their testimony 
in opposition to this bill. I have read very carefully the data that was placed into 
the record and all pertinent inquiries and answers thereto. I believe it is incum- 
bent upon me and our company, which is privately owned and has been a source 
of fine bourbon distillation in Nelson County, Ky., since 1829, to bring to the 
attention of this committee some of the conflicting reasons that have been pre- 
pared by the opponents of this bill for their supposed reasons for opposing this 
emergency measure 

You have heard testimony, for example, of Canadian companies with subsidi 
aries in the various States, and the spokesman for the parent company with a 
Washington address, and at least one opponent that saw no advantage of this 
compromise to his company. You have heard a lot of breast-beating of the 
opponents of this bill (larger distillers), so willing to help the little owner. 
You have heard the opponents of this bill say they haven't bought whisky from 
the little fellow (at distress prices caused by the already presence of bank 
pressure) (and these distillers did) 

Congress had adjourned before relief could have been enacted in 1952. Conse 
quently, whisky out of bond in early January 1953, could receive no remedial 
help. As an American, I well realize that Congress had more important legisla- 
tion—more important happenings before it early in the 1953 session than to single 
out the liquor industry for consideration at that ttime 

I am sure that if this committee will look at the schedules that were made to 
fit the task of the opponents, you would quickly see that a great effort is being 
made to mislead—a great effort is being made to imply that 75 percent of the 
industry is against this bill. What do they mean—distilleries in number? Or 
are they counting the wealth of these large opponents who have, with their 
monopolistic antennae, taken over practically the entire liquor field? You have 
carefully listened to one of the opponents state that 29 distilleries have gone out 
of business in recent years, and he further states, and I quote, “There is a 
desperate struggle to stay in business for the small distiller.” 

For example, Seagrams and Hiram Walker, opponents of the bill, are both 
now assuring the committee how they are using American labor and American- 
grown grain. I wonder if they will tell you where the consumption comes from. 
I'll tell you—the American public; and 1 will take these two companies one by 
one, and I will only take a span of years from 19389 to 1951. As to Seagrams. 
their assets have gone from $77 million, and increased by $370 million in 1951, 
to a total of $447 million. Their inventories, from $42 million in 1939, and 
increased by $205 million in 1951, to a total of $247 million; and their profits from 
$9 million in 1939, and increased by $SS million in 1951, to a total of $97 million. 

Now let us look at the record of the Hiram Walker Co.; their assets have gone 
from $59 million to $190 million. Their inventories from $28 million to $100 
million. I wonder if you know that the combined sales of these two companies 
is in excess of $1 billion; and if you add National Distillers, who did not appear 
(and offered a brief in their absence), you will be adding a company whose 
inventories have gone from $32 million to $185 million; and you would be adding 
another $467 million in sales, as against $59 million in sales in 1939. For refer- 
ence, See page 549 of Special Subcommittee on the Judiciary 

The small distillers, without one single penny cost to the small distillers’ 
group, have united their argument under the guidance of Mr. Herman G. Hand- 
maker, a member and officer of our company, to present their case collectively. 
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A memorandum of testimony and comparison of data presented is attached. I 
thought I might add a few thoughts here that I have gleaned from the pro- 
ceedings. Much will be said that a law cannot effectively be written. This is 
ludicrous. I always thought that Congress made the laws It has been said that 
the present law has served since 1894 and that we should not disturb tradition. 
Well, the horse and buggy has served a lot longer, and there are some changes 
taking place. The Saylor bill does not have to be killed and one written to give 
opponents udvantage of delay 

I must call special attention to seyeral of the opponents who do not carry any 
bulk-whisky inventory (entire distillation is sold), and another that does not 
carry 10 percent of its whisky distillation and, therefore, has no problem; and 
let us not be misled by the claim of need for more warehousing space as result 
of passage of this bill. Don’t be confused, please. There is plenty of ware 
housing space 

May I please further state that the small distillers do not individually have 
any chart artists or economists or fancy ghost writers. We are small-business 
men. There is the need for this relief immediately I know the problems of my 
company, and I have checked with the other and even smaller companies, and 
I want to say one more thing: The attempt to imply that there is speculation is 
far from the truth. T. W. Samuels and Old Jordan do not own 1 barrel of 
whisky that has not been distilled and stored in its own warehouses. We, too, 
buy our grain from the American farmer and use union labor. 

Relief is needed and immediately. The records as provided show large quan 
tities subject to the 8-year-tax payment in early July of 1953. And it was evi 
dent that the opponents realize that this committee—the Ways and Means Com 
mittee of the Congress of the United States—will lend its ears to the remedial 
help offered by the Saylor bill and the suggested amendment, to which not one 
single opponent objected, and you gentlemen will not allow this bill by a distor 
tion of facts to expire in committee. I feel confident that after careful explora 
tion this bill will be enacted with a compromise as suggested in our brief prepared 
before the hearing. 

Gentlemen, we can prove to your complete satisfaction any statement that 
has been made. There will be no reduction in Government revenue if the out-of- 
bond period is extended. Again I want to thank the members of the Ways and 
Means Committee for their patience and their willingness to listen to the problem 
of small business. We will receive no competitive advantage and through your 
aid will be able to remain in business and be a part of this vast industry. 
Thank you. 

SAMUEL L. WESTERMAN, President. 


In Re H. R. 1215 


To the Chairman and members of the Ways and Means Committee of the House of 
Representatives: 


SUPPLEMENTAL STATEMENT IN BEHALF OF THE SMALLER INDEPENDENT DISTILLERIES 
IN NEED OF IMMEDIATE RELIEF, BY HERMAN G. HANDMAKER, LOUISVILLE, Ky. 


Gentlemen, a sizable number of small independent distillers are deeply grate 
ful to every member of this committee for the patient and careful consideration 
given to their imminent problems at the hearing held in connection with the 
Saylor bill, H. R. 1215. This opportunity to submit this further supplemental 
statement in their behalf has their further deep appreciation. 

Mindful oi the tremendous burdens upon the time and energies of each member 
of this committee, we will confine this supplemental statement to an anlysis of 
the presentations of the major distillers who voiced opposition to this proposed 
legislation. 

The statements made at the hearing and the exhibits filed by these opponents 
of the legislation, in our opinion, evidence a deliberate attempt to confuse the 
issues, distort the facts and bottle up H. R. 1215 in this committee. 

1. Let us first examine the efficacy of the opponents oft-repeated phrase that 
‘7 percent of the industry is opposed to the Saylor and Celler bills.” An exam 
ination of those distillers who have appeared beiore this committee, either for 
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or against this legislation, discloses that the above statement, quoted from the 
presentation of the president of Seagram Distilleries, is most misleading. 


FOR THE LEGISLATION AGAINST THE LEGISLATION 
1. Alfred Hart Distilleries, Inc. 1. Brown-Forman Distilling Co. 
2. Anderson County Distilling Co. 2. General Distilling Co 
3. James B. Beam Distilling Co. 3. Glenmore Distilleries Co. 
4. J. T. S. Brown Sons’ Distillery 4. Kentucky River Distillery 
5. Dowling Distilling Co. 5.* McCormick Distilling Co. 
6. Double Springs Distilling Co. 6. Merchants Distilling Co. 
7. Glencoe Distilling Co. 7. National Distilleries Products Corp. 
8. Grosscurth Distilling Co. 8. Park & Tilford Distilleries Corp. 
9. Hoffman Distilling Co. 9. Joseph E. Seagram & Sons, Ine. 
10. Old Happy Hollow Distilleries 10. A. Smith Bowman 
11. Old Jordan-T,. W. Samuels Distil- 11. Stitzel-Weller Distillery Co. 
leries 12. Hiram Walker & Sons, Inc. 


12. Old Joe Distilling Co. 

13. Publicker Distilling Co. 
14. Schenley Distilleries, Inc. 
15. Willett Distilling Co. 

16. Kirk Distilling Co. 

The opponents of the bill stated, when the Eberharter bill was introduced at 
the last session of Congress, a number of distillers had been in favor of this 
legislation but that after further study, had withdrawn their support. How- 
ever, when examined by members of the House Ways and Means Committee, the 
executives of the distilleries who opposed this legislation admitted that economic 
pressure had been asserted to “neutralize” a number of distillers. 

In the presentations offered by Messrs. D. L. Street and Frank Schwengel, and 
others opposing the bill, we find repeated statements that “75 percent of the 
industry is opposed to the Saylor and Celler bills.” (See presentation by Frank 
R. Schwengel, president of Seagram, at p. 2 and at p. 5, and presentation of D. L. 
Street, executive vice president of Brown-Forman Distillers at p. 1.) In actual 
numbers, as hereinbefore demonstrated, there are more distillers who have mani- 
fested suflicient interest and courage to come forward and be counted among 
those who need relief and favor this legislation than those who came forward to 
voice opposition. 

2. The presentation of D. L. Street to this committee was in behalf of those 


companies which “have gone on record as opposing at this time the passage of 
bond extension legislation.” We think it important that this committee, in its 


deliberations, have called to its attention the confused, inconsistent, and unsup- 
ported statements advanced by the opponents represented by Mr. Street. By 
direct quotes from Mr. Street’s document, we shall attempt to demonstrate that 
these opponents have made a deliberate attempt to confuse the issues and distort 
the facts. 

(a) On page 2 of Mr. Street’s paper, we find the following: 

“In passing the present laws Congress no doubt considered that in making the 
bond period 8 years it had adequately provided for all future contingencies.” 

It must be remembered that the present law was passed in 1894 and at a time 
when the excise tax on distilled spirits was only $1 per gallon. This is to be 
considered and compared with the present conditions when the tax today is 
$10.50 per gallon. (See Rept. No. 276, House Ways and Means Committee, 53d 
Cong., January 24, 1894, re H. R. 5442). 

If Mr. Street felt that Congress, in 1894, had provided for all future contin- 
gencies, then why, on page 8 of his paper, does he recognize that ‘On the other 
hand, if economic conditions change, and inventories should ever become a prob- 
lem, the entire industry would ask for relief’? The smaller distillers have 
clearly demonstrated that serious economic conditions have given rise to imme- 
diate pressing inventory problems today. We believe it is inconsistent for 
Mr. Street to say in one breath that Congress had provided for all future con- 
tingencies, and then recognize later the fact that inventory problems and eco- 
nomic conditions would justify a relief measure such as is presently considered 
by this committee. 

(b) On page 3 of his presentation, Mr. Street states: “There need not be any 
forceouts in the next few years.” 

Again, on page 5, Mr. Street states: “* * * there is no genuine emergency at 
this time and that no whisky should be forced out of bond in the next few years.” 

And again, on page 5, he states: “* * * opportunities have existed in the past 
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and will continue to exist in the future to sell the whisky involved either in bulk 
or in glass at no loss to the owner.” 

Again, on page 9, Mr. Street stated: “There is a constant trading in warehouse 
receipts. * * * The foregoing statements are unfounded in fact. As _ the 
stenographiec reports of the hearing of this House Ways and Means Committee 
in connection with this legislation will disclose, the president of Joseph E. Sea- 
gram & Sons, Inc., was asked a question by Congressman Simpson of Pennsyl 
vania as to whether the many subsidiaries and his parent company were presently 
purchasers of bulk whisky, and the president of that major distilling operation 
unqualifiedly stated before this committee, that no such purchases of bulk 
whisky were now being consummated. 

It will be further reealled that Mr. Mel Todes, appearing at the hearing as 
a representative of the association known as the Whiskey Brokers of America, 
stated at the hearing that the bulk whisky market today is absolutely stagnant 
and no market at all exists today for bulk whiskies. 

On March 381, 1953, in the statement presented to this committee in behalf of 
11 of the smaller independent distilleries, it was stated: 

“Many of these little owners would much prefer not to consume the time of 
this committee, and I assure you that every avenue of possible relief was ex- 
hausted prior to this appeal to you. 

“It may be of interest to you to know that those of the smaller independent 
distillers who today have distressing and pressing financial problems facing 
them, made offerings months ago of their older whiskies to their friends in the 
industry, in the hopes that relief might be achieved in the normal channels of 
trade. We come to you, therefore, with clean hands. The bulk whisky market 
today is depressed and seriously so. It may well be said there is no true market, 
hence our problems of necessity had to be placed before you.” 

Not one of the opponents of this bill who appeared before this committee on 
April 1, 1953, in the silghtest way attempted to refute the statement made by 
the smaller independents that every possible effort had been made by the smaller 
independent distilleries to dispose of their older inventoried goods which had 
been offered to the distilling industry in an unsuccessful effort to sell it in the 
normal channels of trade. 

We believe it confuses this record when the principal speaker for the opponents 
of this bill misstates the facts by telling this committee that no whisky should 
be forced out of bond; that there need be no forceouts in the next few years; 
that a market exists today and will exist in the future to sell the whisky “at 
no loss to the owner.” 

The little owners stated they have 30,000 barrels of whisky coming out of bond 
very soon and that this means an outlay in taxes of $11 million, and that this 
problem is not one for the next year or the year after, but one that is imminent 
and in connection with which relief is needed now. The July 1945 inspections 
held by these smaller distilleries will be forced out of bond during the month 
of July 1953, less than 90 days away. 

(c) Let’s give further attention to Mr. Street’s statement that as a result of 
any forceouts there will “no loss to the owner.” On page 9 of his presentation 
Mr. Street stated: 

“As is known to a great many of you, there is a constant trading in whisky 
warehouse receipts so that definite market values have existed at all times on 
bulk whiskies of all ages, including, of course, the 1945 and 1946 distillations. 
Certainly the cost of producing those bulk whiskies plus carrying charges did 
not exceed $1.50 per gallon. Yet, for years the market value of those whiskies 
has been substantially in excess of that amount as shown by the following 
chart.” 

Let us look at the chart Mr. Street presented : 


Market prices of bourbon whisky stocks pro- 
duced in 
| ; : | : = 
Spring 1945} Fall 1945 | Spring 1946] Fall 1946 
| 


Average quotations during— 





Fall, 1948 - $7. 63 $3. 56 | $2. 54 
Spring, 1949 = stathblane 7. 54 3.73 | 2.69 
Fall, 1949 a os wacom ns 7. 08 3. 96 2.81 
Spring, 1950 ; on J ‘ sti od 7. 42 4.39 | 3. 44 
Fall, 1950 bi idle ddan b ‘ dat 8. 38 4. 36 4. 21 
Spring, 1951 aamennt 9. 50 j 4.88 4.55 
Fall, 1951_. 'pupeddebeanenen . ‘ 8. 83 5.5 4.92 3. 96 








174 EXTENSION OF BONDING PERIOD ON DISTILLED SPIRITS 

Mr. Street, as we recall it, stated that the source from which he acquired 
the average quotations mentioned were from the Sidney Flashman Co. of Boston, 
Mass. Mr. Street did not give this committee the quotations, for the bulk 
whiskies described, as of March 1, 1953. From the very same source mentioned 
by Mr. Street, that is the Sidney Flashman Co., let us consider the average quo- 
tations as of March 1, 1953, and for bourbon whisky of the following inspections 
the average quotations as of that day were as follows: 


Mar. 1, 1953: 


Spring 1945 ; ealaceise’ lees ee 
Fall 1945 — . a ‘4 sion eae 
Spring 1946 . rs ae = 2.37% 
Fall 1946 ee ee eaten cae 


The seller of goods at the above prices must assume all ad valorem taxes and 
storage charges on the whiskies from the original date of inspection. Such 
charges so assumed would average more than 8 cents per gallon per year—so 
for 8-year-old goods the seller must pay from these prices above quoted about 
64 cents per gallon. 

It will be noted above that Mr. Street tells this committee that “the cost of 
producing those bulk whiskies plus carrying charges, did not exceed $1.50 a 
gallon.” How does Mr. Street reconcile that statement with the statement of 
Mr. C. K. MeClure, secretary and treasurer of the Stitzel Weller Distillery who 
appeared for the opponents of this bill and who on page 4 of his statement made 
the following comment: “A simple formula for figuring the cost of carrying 
bulk whisky is 11 percent per year compounded of the initial cost of production. 
This 11 percent figure will include State taxes, county taxes, city taxes, school 
taxes, that are assessed against the whisky annually. 

“It will also include storage charges, insurance, and 5 percent interest to the 
bank. 

“So, by carrying whisky to 12 vears instead of 8, this merchant will have added 
an additional 47 percent to his initial cost. 

“But that 47 percent additional cost isn’t all, for during the additional 4 years 
of aging this distributor will lose an additional 15 percent of his whisky by 
evaporation, 

“To make it just a little clearer—some of our customers purchased whisky 
from my company in the spring of 1946 for $1.26 per original proof gallon. At 
4 vears of age that whisky will cost them $1.87 per original proof gallon, at 
S years old it will stand them $2.47 per original proof gallon, and at 12 years 
old it will cost $3.07 per original proof gallon.” 

We see, therefore, that there is a great variance between Mr. Street’s view- 
point as to costs and Mr. McClure’s statement of costs. The figures given both 
by Mr. McClure and Mr. Street do not take into consideration any executive or 
administrative costs of any of the little corporations incident to the holding 
and warehousing of their whiskies, nor of the ad valorem taxes and storage 
charges the seller has to assume, and we wish to assure you that unless there 
is some relief for the industry, very, very serious losses can and will result be- 
cause of the immediate forceouts. 

(d@) There are numerous inconsistencies in the presentation of Mr. Street, and 
by way of further illustration, we call your attention to the statement appearing 
in the next to the last paragraph on page 6 wherein he bases his argument as 
follows: “The fact is that some whiskies under 4 years of age have been used 
every year since repeal, and it must be assumed that this practice will continue 
in the future because some companies normally bottle whisky less than 4 years 
of age. This usage has represented approximately 4 or 5 percent of the total 
withdrawals.” 

In the second paragraph on page 7, Mr. Street recites as follows: “The fact 
is there is no simple and rigid year-to-year percentage any distiller would follow 
over the next 8 years. Usage by age groups has varied widely over the past 
few years and it is logical to assume that it will vary widely in the future de- 
pending upon the needs of the individual bottler.” 

So it is apparent in one instance the opponents speak of normal bottling by 
age groups and in the same presentation there is indication that usage has 
“varied widely over the past years.” 

Another illustration of the inconsistencies in the opposition’s remarks may 
be found in the statement appearing on page 5 to the following effect: “The 
simple truth is that we now have approximately a 7\%-year supply of whisky 
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if we assume that the rate of usage remains at the current level, although there 
is every indication that the rate of usage will be higher in future years.” 

Now compare the foregoing statement with the statement made by the same 
individual on page 7 of his presentation, where he recites the following: ‘The 
truth is that no one can predict accurately a rate of usage over the next S-year 
period. Any assumptions made would be speculative. There are too Many 
unknown factors which would have a very direct bearing on the rate of usage.” 

The entire industry is fully cognizant of the fact that there is a great excess 
of whiskies in inventories and we cannot find any circumstances or conditions 
which would justify a statement that the present inventories constitute only a 
normal 74-year supply. 

(e) Mr. Street recites on page 8 of his presentation the following: “The only 
whisky which could become 8 years of age during 19538 and 1954 is whisky 
which was produced in 1945 and 1946. That whisky is the most valuable whisky 
which has been produced by the industry in many years.” 

We call this committee’s attention to the fact that the current whisky market 
has become so seriously impaired that this 7- and S-year-old goods in this depre 
ciated bulk market is currently selling in the $2 range, below actual cost of 
production. We do not know just what Mr. Street is trying to tell the com 
mittee when he recites that this goods “is the most valuable whisky which has 
been produced by the industry in many years.” Can it be that those who are 
opposed to this legislation are in need of inventories and that they appreciate 
that if this bill is passed it will give the bulk whisky market the stability that 
it presently lacks and that they will not be able to benefit through the acquisi- 
ions of valuable whiskies in a depreciated market at prices below actual cost 
to the producer. 

(f) We take exception to the chart appearing beside page 10 of Mr. Street's 


presentation, the heading of which reads as follows: “We have 14 percent less 
whisky on hand today, 5 years old or older than we had 5 years ago.” It will be 


noted that Mr. Street uses June 30, 1947 figures to indicate what was on hand 
5 years ago, but when it comes to using more recent figures, he adopts a 
December 31, 1952, inventory basis. There is heavy bottling in the fall and 
winter of the year and I am sure it would be of interest to this committee to 
know that the records of the Alcohol Tax Division of the Treasury Department 
indicated that 5 years from June 30, 1947, to wit, on June 30, 1952, there were 
103,700,000 gallons on hand. Mr. Street asks in his chart on page 10, if there 
was no crisis 5 years ago, why should there be a crisis now? We think this ques 
tion is easily answerable. There was very little goods manufactured in 1942; no 
whisky at all manufactured in 1943; no bourbon whisky manufactured in the year 
1944 and the whisky manufactured in the year 1945 was made under govern 
mental curtailment regulations. The industry could not come into actual pro 
duction without Government restraint until late in the fall of 1946, and then 
the Food Conservation Committee, headed by Mr. Luckman, kept certain re 
straints on the industry for a period of time. The industry, being unable to 
produce any whiskies in the war years, of necessity had to conserve its whiskies 
and older whiskies to make sure that for the ensuing years they would have 
some aged goods to assure a continuity in the marketing of their brands. In 
other words, a distiller who could make very little whisky between the years 1942 
and 1947 had to keep some 5-year-old or older whiskies on hand to take care of 
the void caused by the curtailed production during the war years. There is 
a backlog of younger whiskies today produced in 1948, 1949, 1950, 1951, and 
1952 which makes it impossible, on any fair basis, to compare the condition 
of the industry 5 years ago with the condition of the industry today. 

It is most unfair and unsound for Mr Street, in behalf of the opponents of 
this bill, to have used the chart referred to on page 10 of his presentation and 
there is no basis for the following statement appearing on that page: “Was there 
any suggestion in 1947 that it was necessary to have an extension of the bonding 
period? Did anyone have any difficulty in disposing of the stocks of aged whisky 
then on hand? The answer of course is plain. All of its whiskies were bottled 
out in the normal course of business without the necessity of so much as 1 gallon 
being forced out of bond, * * *” 

The truth of the matter, as Mr. Street well knows, is that the older goods in 
1947 had to be held back to make up for the void in production suffered during 
the war vears, and most of the distilleries were rationing out their whiskies in 
1947 and in 1948 to their wholesalers. There was a definite shortage of younger 
goods in those vears, and particularly in 1947. The distilleries who had well 
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established their markets were holding back some of their older goods for use 
until the restrictions on production had been lifted, and the goods then normally 
produced had reached bottling age. Certainly no one had difficulty in disposing 
of stocks of aged whiskies in 1947. There was then a very active market for 
bulk whiskies and the whisky brokers and major distilleries were actively buying 
bulk whiskies. Today, as though by concerted action, these major distilleries 
have all withdrawn from the bulk market, and which has, in a measure, col- 
lapsed as herinbefore indicated. Can it be that certain of the opponents of this 
bill need certain inspections of whiskies that they would like to purchase at these 
depressed prices, taking advantage of the economic conditions which have arisen 
in the industry? If there is any competitive advantage that can be acquired 
under present circumstances, that competitive advantage would be in favor of 
those major distilleries which oppose this legislation upon the premise that if 
they can defeat this bill or “bottle it up in committee” then they can benefit from 
this competitive advantage by acquiring the inventories of the smaller independ- 
ent distilleries who would otherwise have no market for these goods, and would 
have to sell at greatly depressed prices . 

(7) The smalier independent distilleries and, as far as we were able to 
determine, practically the entire industry, have voiced the view that there is 
no desire on the part of any of the major or smaller distillers to acquire any 
competitive advantage through the proposed legislation. Mr. Street devotes a 
large portion of his presentation (see p. 11) to the position that two major pro- 
ponents of the bill seek a terrific competitive advantage. Mr. Lee Gunson, presi- 
dent of one of the major distilleries, did not evade a question put to him by a 
member of this committee, and he stated unconditionally that as far as his com- 
pany is concerned, if the relief provisions of this bill were made available to 
the industry, his company would not have the slightest objection to a modifica- 
tion of the bill which would eliminate the possibility of any competitive ad- 
vantage. The smaller independent distillers, in their statements to this com- 
mittee on March 31, 1953, stated that they had spent hours upon hours of 
time in an effort to reconcile the thinking of the “giants” of this industry so 
that the entire industry might be unified in its thinking here. We earnestly 
believe that this desired unification has in a measure been accomplished as a 
result of the pointed interrogation by members of this Committee to the officials 
and representatives of this industry. We do hope that the issue here will 
not become confused to the point where the “battle of the giants” beclouds the 
urgent needs of the smaller owners for immediate relief. 

(h) Mr. Street and his associate, Dr. Shipman, devoted much time to the 
argument that whisky does not improve after it is 8 years of age. Mr. C. K. 
McClure, who appeared as an opponent to H. R. 1215, on page 5 of his presenta- 
tion, stated that regage proof gallons at 8 years of age cost $3.74 per gallon, 
and that the regage proof gallon at 12 years of age costs $6.01 and that the 
increase in cost between an 8-year-old whisky and a 12-year-old whisky is 60 
percent. Considering Mr. McClure’s statement along with that of Mr. Street 
and Dr. Shipman, one would conclude that if whisky is no better at 10 or 12 years 
of age, and if the costs for such older goods are so much greater than the cost 
of 8-year-old goods, where can any real competitive advantage inure to the 
holder or seller of older goods? One who sells older goods must of necessity 
charge a higher price for his product, and whenever one gets into the “luxury” 
field, the market is so limited that in the overall concept there is very little 
demand and the amounts involved would be inconsequential. The argument 
as to whether whisky improves with age is one that has never been really 
answered in the minds of many people. Some of the oldest distillers in the 
industry, and men who have been associated in this field for many, many years, 
differ greatly in their views. This question as to whether whisky improves 
or does not improve with age can only have been injected in this presentation 
to further confuse the record. 

On pages 14 and 15 of the presentation by D. L. Street, we find that he makes 
eight points to summarize the arguments of the opponents. Mr. Street’s argu- 
ment was embracive of all of the points made by the other individuals, includ- 
ing the lengthy presentation of Mr. Frank P. Schwengel, president of Seagram, 
who appeared in opposition to this legislation. In summarizing this supple- 
mental statement in behalf of the smaller independent distillers, we wish in 
conclusion to consider point by point Mr. Street’s summary. 

Mr. Street, in his first point, says: 
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“The present bond law has been in effect for nearly 60 years and has proven a 
workable basis for the maturing and sale of whiskies.” 

Our position in this connection is that the present bond law was not intended 
to apply to conditions where the tax is 1,050 percent greater than the excise tax 
in existence at the time the law was enacted. Sixty years ago the taX on a 
gallon of whisky was $1. Today the tax on a gallon of whisky is $10.50, and it 
was impossible for Congress 60 years ago to foresee the contingencies and 
serious repercussions that might result in destroying the little-business man, as 
such condition so alarmingly exists today. There is an excise tax on cigarettes, 
but the cigarette manufacturer can age his tobacco as long as he wants to and he 
doesn’t have to pay the tax until he packages his goods and is able to get his tax 
back from the consumer. That is when he applies his strip stamp to his product. 
The same is true with relation to malt beverages and the brewer only pays the 
tax when he markets his beer. There is no other excise tax in any other Federal 
law that penalizes the collecting agent of the Government as this current bonding 
law does. 

Mr. Street’s point No. 2 is as follows: 

“There is no genuine emergency at this time and no whisky should be forced 
out of bond within the next few years.” 

Maybe the opponents of this bill have no emergency today, but the smaller 
distillery owners have a very serious problem, and their whisky will be forced 
out of bond within the next several months. They are without the actual cash to 
pay the taxes that they would have to pay before they could develop a market 
for their product and they are without the assistance of banking institutions to 
lend them the money so they can pay the tax. The opponents of the bill may 
have no problem, but our problem is a very serious, pressing, and genuine one. 

The third point that Mr. Street makes is as follows : 

“There is less whisky now in bond over 5 years of age than there was 5 years 
ago and no difficulty was experienced in liquidating these whiskies.” 

We believe we have indicated that the above statement is a most unfair one. 
The conditions within the industry today are vastly distinguishable from condi- 
tions as they were in the industry 5 years ago. As pointed out, in 1947 there was 
a period of better than 4 years during which the industry was devoting its 
facilities to war-supply purposes and was prohibited from making whiskies be 
tween the years 1942 and 1946. 

The fourth point that Mr. Street summarizes is as follows 

“The 1945 and 1946 distillations were very valuable whiskies and they could 
have been sold at a handsome profit to the owner. To the extent that they remain 
in bond they have been deliberately withheld from the market.” 

As we have hereinbefore indicated, the smaller independent distillers offered 
the 30,000 barrels of inventory they have and which is about to be forced out of 
bond to the industry in an effort to sell it in the normal channels of trade. 
These may be very valuable whiskies, as Mr. Street says they are, but at the 
current market price those goods have to be sold at a loss and below cost to the 
smaller distiller. Unless the smaller distiller gets the relief which will be afforded 
by H. R. 1215 promptly, then these losses will mount to the point where they will 
be insurmountable. There is no occasion for the remark that these whiskies 
“have been deliberately withheld from the market,” and the principal opponents 
of this bill know that those goods have been offered to them and to others in the 
industry. 

The fifth point made by Mr. Street is as follows: 

“The sponsors of this legislation hope to gain a competitive advantage from 
its passage because they have hoarded their whiskies.” 

We believe it is evident to this committee that those who need the relief 
afforded by H. R. 1215 are perfectly content to such modifications or amendments 
to the bill as will give no one any competitive advantage. Those who need the 
relief are perfectly willing to confine any age claim to whiskies at the 8-year 
limitation so far as advertising, labeling, and publicity is concerned. 

Mr. Street's sixth point is as follows: 

“Whiskies of great age are of no better quality than any fully matured whisky.” 

If the above statement be true, then where is there any real basis for anyone 
having a competitive advantage by having older goods, particularly when, because 
of increased cost of older goods, we would have to sell at an increased price? 
We think that this particular argument is merely injected in the discussions for 
the purpose of confusing the real issues. 
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Che seventh point made by Mr. Street is as follows: 

“The real vice in the proposed legislation is that it is retroactive in effect.” 

If the bill as presently considered will be amended so that no one will have a 
competitive advantage, then those who do not need the relief will in no way be 
harmed, and those who so seriously need relief will be permitted to survive. 

The eighth and concluding point as made by Mr. Street reads as follows: 

“The relief needed by the industry is not bond extension legislation but an 
adjustment in the excise tax to S86 per gallon.” 

In response to this eighth point, we believe that it is sufficient to just para- 
phrase his language so that when so paraphrased, it would read as follows: 

“The relief needed by the industry is not only bond legislation but also an 
adjustment in the excise tax to $6 per gallon.” 

In that way we, the little fellows in the industry, would be able to survive 
the present ordeals and problems. 


(Thereupon, at 3:30 p. m., the committee adjourned subject to call 
of the chairman.) 
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